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PREFACE TO THE FIRST EDITION 


In die following pages I have attempted an exposition of the 
events leading to the establishment of the exchange standard and 
an examination of its theoretical basis. 

In endeavouring to treat the historical side of the matter, I 
have carefully avoided repeating what has already been said by 
odiers. For instance, in treating of the actual working of die 
exchange standard, I have contented, myself with a general 
treatment just sufficiently detailed to enable the reader to follow 
the criticism I have offered. If more details arc desired they 
arc given in all their amplitude in other treatises. To have 
reproduced them would have been a work of supererogation ; 
besides it would have only obscured die general trend of my 
argument. But in other respects, I have been obliged to take a 
wider historical sweep dian has been done by other writers. The 
existing treatises on Indian currency do "not give any idea, at least 
an adequate idea, of the circumstances which led to the reforms 
of 1893. I diink that a treatment of the early history is quite essen- 
tial to furnish the reader with a perspective in order to enable 
him to judge for himself the issues involved in the currency 
crisis and also of the solutions offered. In view of this, I have 
gone into that most neglected period of Indian currency extend- 
ing from 1800 to 1893. Not only have other writers begun 
abruptly the story of the exchange standard, but tiiey have 
popularized the notion that die exchange standard is the standard 
originally contemplated by die Government of India. I find 
that this is a gross error. Indeed, the most interesting point about 
Indian currency is the way in which the golcLstandard came to 
be transformed into a gold exchange standard. -Some old, but 
by now forgotten, facts had therefore, to be recounted to expose 
this error. 

On the theoretical side, there is no book but that of Professor ' 
Keynes which makes any attempt to e.xamine its scientific basis. 
But the conclusions he has arrived at are in sharp conflict with 
those of mine. Our differences extend to almost every proposi- 
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lion he has advanced 4a favour of .the exchange, standard. This 
difference proceeds from the fundamental fact,- which’ seerns to 
be quite overlooked by Professor Keynes,, dial; nothing, w 
stabilize the rupee unless we stabilize 4ts general purchasing 
power. That the exchange standard does not do. That standard 
concerns itself only with symptoms and does riot -go to the 
disease : indeed, on my showing, if anything, it aggravates the 
disease. . ^ ^ ; 


When I come to die remedy, 1 again find mys^f in conflict 
with the majority of those who like myself are opposed to- the , 
exchange standard. It is said that the best way to stabilize, the 
rupee is to provide for “effective convertibility^ into gold. I , do 
not deny that this is one way of doing it. But, I think, a far ' 
better way would be to have an inconvertible rupee wdth a“ fixed 
limit of’ issue. Indeed, if I had any say in the matter, T would 
propose that dte Government of India should; melt the rupees, 
sell them as bullion and use the, proceeds for revenue purposes 
and fill the void by an inconvertible paper. ‘ But that, may, be 
too radical a proposal, and I do not therefore press for it, although 
I regard it as essentially sound. In any case, the vital point is^to 
close Mints, mot merely to the public, as they .have been, but 
to the Government as%dl. Once that is done, I Venture to' say 
that the; Indian currency, based' bn gold as legal tender with a 
■ rupee currency -fixed in issue, will conform , to the principles 
embodied in the English currency system.' ; '' 

^ . It' will be noticed that I do not propose to go back to the 

recommendations of the Eowler Committee. All those, who have 
regretted the transformation of the Indian currency from a gold 
. standard to a. gold exchange standard, have held that' everything 
would have been all fight if the Government had carried out 
in toio the recommendations of that Cornmittee. I do not share^^ 
!'that view/ On the otlter b.and, I find that the Indian currency 
.underwent that transformation because the Government carried 
■ out those recommendations. While some people regard that 
- Report as classical for its vyisdom, 1 regard it as classical for its 

nonsense. Fori find that it was diis Committee which x4 e 
recommending a ''iiue 


►u u ~ standard, also recommended and 

thereby perpettiatcd the folly of the Herschell r ■ ° 

that 'Government cV.n.,m • nersctiell Committee, 

ttiat Gosernment should coin rupees on its o>vn- .account 
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accorcting to that most naive of currency principles, tlip 
requirements of the public, v’ithout realizing tliat tlie latter 
recommendation was ' destructive of the former. Indeed, as I 
argue, the principles of die Fowler Committee must be given 
u{^ if we are to place the Indian currency on a stable basis. 

I am conscious of the somewhat lengthy discussions on 
currency principles into which I have entered in treating the 
subject. My justification of this procedure is twofold. First of 
all, as I have differed so widely from other writers on Indian 
currency, I have deemed it necessary to substantiate niy view- 
point, even at the cost of being charged with over-elaboration. 
But it is my second justification, which affords me a greater 
excuse. It consists in the fact that I have written primarily for 
the benefit of the Indian public, and as tlieir grasp of currency 
principles docs not seem to be as good as one would wish it 
to be, an over-statement.' it will be agreed, is better than an 
under-statement of the argument on which I have based my 
conclusions. 

Up to 1913, the Gold Exchange Standard was not the avowed 
goal of the Government of India in the matter of Indian Cur- ' 
rency, and although the Chamberlain Commission appointed in 
that year had reported in favour of its continuance, the Govern- 
ment of India had promised not to carry its recommendations 
into practice till the war was over and an opportunity had been 
given to the public to criticize them. When, howex'er, die 
Exchange Standard was shaken to its foundations during the 
late war, the Government of India svent back on its word and 
restricted, notwithstanding repeated' protests, the terms of 
reference to the Smith Committee to recommending such 
measures as were calculated to ensure the stability of the 
Exchange Standard, as, though that standard had been accepted 
as the last word in the matter of Indian Currency. Now that 
.the measures of the Smith - Committee have not ensured the > 
stability of the Exchange Standard, it is given to understand that 
the Government, as well as the public, desire to place the Indian 
Currency System on a sounder footing. My object in publish- 
ing this study at this juncture is to suggest a basis for the 
consummation of this purpose. 

vii 
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I cannot conclude this preface, without 'acknowledging my', 
deep sense of gratitude to my teacher. Prof. Edwin Cannan> of ; 
the University of London (School of Economics); His sympathy 
towards me and his keen interest in my undertaking have placed, 
me under obligations which I can' never repay. I feel .happy - 
to be able to say that this work has undergone close supervision at/ 
his hands, and although he is in no way responsible - for the';: 
views I have expressed, I can say that his- severe examination 
of my theoretic discussions has saved me from many 'an error. 
To Professor Wadia, of. Wilson College, I am’ thankful, for 
cheerfully undertaking the dry task of correcting the proofs. , 
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By Pfofessor Edwin Cannan 

I am glad that Mr. Ambcdkar has given me the opportunity 
of saying a few words about his book. ^ 

'As he is aware, I disagree with a good deal of his criticism. 
In 1893, 1 was one of the few economists, who believed that tKc 
rupee coiild be kept at a fixed ratio with gold by tlie method 
tlren proposed, and I did not fall away from tlie faith when 
some years elapsed without the desired fruit appearing (see 
'Economic Review^ July 1898, pp. 400 — 403). I do not share 
Mr. Ambedkar’s hostility to the system, nor accept most of his 
arguments against it and its advocates. But he hits some nails 
very squarely on the head, and even when I have dtought him 
quite wrong, I have found a stimulating freshness in his views 
and reasons. An old teacher like myself learns to tolerate the 
vagaries of originality', even when they resist “ severe examina- 
tion " such as that of which Mr. Ambedkar speaks. 

In his practical conclusion, I am inclined to tliink, he is 
right. The single advantage, olTcred to a country by the 
adoption of the gold-exchange system instead of the simple gold 
standard, is that it is cheaper, in thejsense of requiring a little 
less value in the shape of metallic currency than the gold 
standard. But all. that can be saved in this way is a trifling 
amount, almost infinitesimal!, beside the advantage of having a 
currency more difficult for administrators and legislators to 
tamper witli. The recent experience both of belligerents and 
neutrals certainly shows that tlie simple gold standard, as w'c 
understood it before tlie war, is not fool-proof; but it is far 
nearer being fool-proof and knave-proof tlian the gold-exchange 
standard. The percentage of administrators^ and legislators who 
imdcrstand the gold standard is painfully small, but it is and is 
likely to remain ten or twenty times as great as tlic percentage 
which understands the gold-exchange system. The possibility 
of a gold-exchange system being perverted to suit some corrupt 
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purpose is very considerably greater tlian the possibility of tlic 
simple gold standard being so perverted. 

The plan for tlie adoption of which Mr. Ambedkar 
namely that all further enlargement of the rupee issue should 
be permanently prohibited, and that the mints should be open , 
at a fixed price to importers or otlier sellers of gold, so tliat in 
course of time India would have^ in addition to the fixed stock 
of rupees, a currency of meltable and exportable gold com^ 
follows European precedents. In eighteentlr-century England 
the gold standard introduced itself because the legislature flow- 
ed the ratio to remain unfavourable to the comage of silver 
in ninctccnth-ccntury France and other countries it came m 
because the legislatures definitely closed tlie mints to silver, when 
the ratio was favourable to the coinage of silver. The conti- 
nuance of a mass of full legal tender silver coins beside the gold 
would be nothing novel in principle, as die same dimg, though 
on a somewhat smaller scale, took place in France, Germany, 
and the United States. 


It is alleged sometimes that India docs not want gold coins 
^ feel considerable difficulty in believing that gold coins ot 
suitable size would not be convenient in a country with the 
climate and other circumstances of India. The allegation is 
Suspiciously like the old allegation that the “ Englishman prefers 
gold coins to paper," svhich had no other foundation than the 
fact that the law prohibited the issue of notes for less than ;f5 
m England and Wales, wlulc in Scotland, Ireland, and almost 
ail other English-speaking countries, notes for jCl or less were 
allowed and circulated freely. It seems much more likely that 
silver owes its position in India to the decision, which the Com- 
pany made before the system of standard gold and token silver 
W. 1 S accidentally cioUed in in England, and long before 
rt was understood, and th.-’i the position has been maintained, 
not because Indians dislike gold, but because Europeans like it 
so wCil that they cannot bear to part with any of g. 

This rcluaancc to allow gold to go to the East is not only 
J-P'cabk fmm an crhiral point of view. It is also contrary to 
die economic interest not only of the world at large but even 
of the countries, whwh lad a gold standard before fhe war and 
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- have it or expect soon to’ restore it. ; In' the immediate futurCj- 
gold , is not a commodkj^ the 'use' bf which it' is desirable for/ 

' .these couritrie's either- to' restrict of ' to economke. From the 
‘ closing years of last' century it has, bem' produced in quantities 
much too large 'to. enable it to retain its purchasing power and 

- thus he" a 'stable^ standard of lvalue, - unless it can constantly be 
' •findihg existing holdefs/willing to .-hold larger stocks, or fresh 

holders .to hold new stocks of it. Before the war, die accumula- 
(. .tion of -hoards by, various central banks in .Europe took off a 
large part of the- new supplies and prevented the actual rise of 
' general price's being anydung like what it would otherwise; have 
' been, diough:if was serious enough. Since the war, the Federal 
Reserve Board, supported by all Americans who do- not wish 
-to see" a rise, of prices, ‘ ha's taken on the new “'White Man’s, 
' Burden ’’ -of absorbing -the produas of the gold 'mines, but jush; 
P. as die United States -failed to keep up the value of silver by 
-purchasing it, so she will eventually fdl to keep iip die value of 
gold. In spite of the opinio'ii of some high 'authorities, it is not 
at all iikehkthaf a renewed demand for gold reserves by the' 
; central banks of Europe will corhe to her assistance. Experience 
must 'gradually be teaching even the ' densest of finaheiers thati 
• . the value of paper currencies is not kept up by' stories -of “ cover ”1 
,or “ backing ’’ locked up in cellars, but by due limitation of. the; 
supply of the paper. With proper limitation, enforced byj 
, absolute- convertibility into gold coin which may be freely 
melted or exported, it has been proved by theory and experienccx 
-that small holdings of gold are perfectly, sufficient tO meet all 
internal and international demands. .There Is r'eally more chance 
of a grek demand from'- individuals than .from „thc banks'.' It- 
is conceivable that the people of sortie of the countries, wliich 
have reduced their' paper currency to a iaughing. stock, may 
refuse all paper'Iand .insist on having gold' coins. But, it seems 
..more probable &at they willbe pleased, enough 'to get better. 
'■ paper than they, have recently been ‘accustomed -to,' and will'not 
‘ ask for hard coin -with sufficient insistence to 'get it On the 
whole, it , seems fairly, certain tipt the demand .of Europe and- 
European-colonized lands for -gold will' be less rather .than' 
. greater than before the, war, 'and that it 'will increase very -slpvvly 
. or not -at all. - 
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Thus, on the whole, there is reason to fear a fall in the value 
of gold and a rise of general prices rather than the- contrary'. 

One obvious remedy would be to restrict tire production of 
gold by international agreement, thus conserving the'' worlds 
resources in mineral for future generations. Another is to set 
up an international commission to issue an international paper 
currency' so regulated in amount as to preserve an' approximately 
stable value. Excellent suggestions for. the professor’s classroom,, 
but not, at present at any rate hbr pfbbably for some considerable' 
'■.period of time, practical politics. • ' ' , ' . , , ; 

A much more practical way out of the difficulty is to be 
found in the introduction of gold currency into , the East. If the 
East will take a large part of the , production of gold in the 
■ coming years, it will tide ’us over the period which must elapse - 
before the most prolific of the existing sources are worked out. 
After drat we may be able to carry on without change ot we may 
have reached the posribility of some better arrangement. - , . ■ 

This argument will not appeal to those who can thiriik' of 
nothing but the extra profits which can fie acquired during a 
rise of prices, but I hope it will to those who have some feeling . 
: for the great majority of the population, who suffer from these" 
' extra ^d wholly .unearned profits. being extracted from them. 
Stability is best in the long fun for the'eommunity. 

EDWIN CANNAN. 



CHAPTER I 


FROM A DOUBLE STANDARD TO A SILVER 
STANDARD. 

Trade is an important apparatus in a society, based on 
private property and pursuit of individual gain ; without it|; 
it would be difficult for its members to distribute die specialized^' 
products of dieir labour. Surely a lottery or an administrative 
device would be incompatible with its nature. Indeed, if it is to 
preserve its character, the only mode for the necessary distribu- 
tion of the products of separate industry is that of private trading. 
But a trading society is unavoidably a pecuniary society, a society 
which of necessity carries on its transactions in terms of money. 
In fact, the distribution is not primarily an exchange of products 
against products, but products against money.' dn such* a society, 
money therefore necessarily becomes the pivot on which every- 
thing revolves. fWith money as die focusing-point of all human 
efforts, interests, desires, and ambitions, a trading society is’ 
bound to function in a regime of price, where successes andl 
failures arc results of nice calculations of price-outlay as' 
against price-product. 

Economists have no doubt insisted that “ there cannot 
be intrinsically a more significant- thing dian money,’*, which 
at best is only “ a great wheel by means of which every individual 
in society has his subsistence, conveniences and amusements 
regularly distributed to him dn their proper propordons." 
Whether or not money values are the definitive terms of economic 
endeavour may well be open to discussion.* But this much is 


• Cf W. c Mitchell, *‘Thc RatiouaUn Economic Activit>/* JournnX of 
IPoltltcal Economy, 1910, Voh XVllI, pp. 97 and 197; also “The Role of Money 
In Economic Thcor>,“ by the t&mt, in <}ic Amencnn Economic Rcvtctif (Supplement), 
VoK VI, No. I, March 1516. 


1 


History ^of Indian .Currency and Bonkipg^ 

certain, Aat without the use', of money this^ distribution of * 
subsistence, conveniences and amusements,” far ftora bemg a 
matter of course, will be distressingly hampered, if hot altogether 
suspended. How can this tracing of products tzko. p lace with out 
m oney ?. The difhcultlcs ot bh:tcr havc^cvcrTonncd"an 
” fESe ^vith all ccbnorafsls, including those who have insiked 
tliat money is. only a cloak. Money is not only necessary- to . 
facilitate trade hy obviating die difficulties of barter, but is: also, 
necessary to sustain production by permitting specialization* For, ^ 
who would care to specialize if he could not trade his products 
for those of others which he wanted ? Trade is the handmaid^ 
of production, and where tlie former cannot flourish the latter^ . 
.must languishv.-ltds tiiereforc ’ evident 4hat if ^ trading society 
is not to.'bc ouroC Igear and is 'not to, forego die measureless' 
[advantages of its automatic adjustments in die great giye;ahd '7 ^ 
;take of specialized induslryVit must provide irself wid2"a''50uhd . 
'system .of money,* - ' 

. -At the close of the Moghul Empire, India, judged by the’ 
standards of the time, was economically an advanced country. , 
Her trade was large, her * banking institutions were - well 
. developed, and credit played an appreciable part in her transac- 
tions. -But a medium of exchange ;^d: a common, standard * 
' of value Avere arnong' others the r most Supreme desiderata in 
the economy .of. -the Indian .people Avhen , they came, in the 
middle of the eighteenth century, under the sway of the British. 

- Before die occurrence of this event the money of India consisted 
,of both gold "and shver, Under the Hindu emperors the 
temphatis was -laid; on gold, while under the Mussalmans silver 
formed a large part of the circulating medium.! Since the' time' 
of Akbar, the founder of the economic sy’^tem of the Moirhul 
Empire in -IndiartFe uMrofTmFency liad ^ theW3«^ 
^d the SI ver Both coins, the mohur and the rupee, were 

identical m weight, i.e.. 175 grs. troyt and were "supnSed to' 
have been corned without any alloy, oi at least intended to be 


* For the wbolt of this diKUision, cf. H. I Dartnp-'rf TJ. r 
Fnt^mc (1913), Chaptm II sad HI. , 

• ■ I Prircep, J t/r,/„i TeWrr. ckutu, 1831, pp - 15-16 
,, Eobrrt Chslmorr. „/ CalanM Currency, im. pp. 336 31o' 
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so.*'* Bui whether tlicy consiiluicd a single standard of value 
or not is a matter of some doubt, ft is believed that the mohur 
and die rupee, whicli at the time were die common measure 
of value, circulated without any fixed ratio of 'cxcfiange between 
them. The standard, therefore, was more of the nature of what 
JcYons called a par^l^sjandacdt, dian a double standard.! 
That this want'orTaSo could not ji.avc worhed without some 
detriment in practice is obvious. But it must be noted that 
'there existed an alleviating circumstance in the curious contri- 
vance by which the niohur and the rupee, diough unrelated to 
cacli other, bore a fixed ratio to die the copper coin of 
the Empirc.§ So that* it is permissible to hold that, as a con- 
sequence of being fixed to the same thing, the two, the mohur 
and the rupee, circulated at a fixed ratio. 

. In Soudicrn India, to which part the influence of the 
Moghuls had not extended, silver as a part of the currency 
system was quite unknown. The pagoda, die gold coin of the 
ancient Hindu kings, was the standard of' value and. also the’ 
medium of exchange, and continued to be so till the time of 
the East India Company. 

The' right of coinage, which the Moghuls always held as 
I/jM- jura Majesfatis,T\ be it said to tlieir credit, was exercised with 

y .. . 

•Dn P, Kelly The Camhtt, 16lh p, 115. 

j Money find Mecfmmsfn oj Exchange (1S9Q), p< 95. 

P. KeUy'» •view k ihn they circ\jUifd ar their markcl ratio Hoc, eh) 

On the other hand. Sir K. Temple says : *'Jn ancient and mcdbc^al India the relative 
>afue of the coin« of' each "metal hted by the StatC;, and all were legal lender \ 
virtually without any formal limitation *> ('"General Moncury Practice in India/* v 
httttia! cf the Insiiiuic o/ hank^eu, Vol 11, p ^06) On anothcl* occasion he taid: ^ 
**Thc earliest Hindu currency A\a< in gold with a single standard, The Mohamme- 
dans introduced silver, and m later times up to British rule there was a double 
standard, gold and siher** (i/vd., Vol. XW p. 9}. In cofttrat: to this it may be 
noted that the Preamble to Currency Regulation XXXV of 1793 and other Currenej' 
Regulations of early date make it a point to emphaskc that under! pre British regime 
there svas no fixed ratio between the mohur and the rupee. ^ 

§ Cf, Pro^ S. V. Vcnkatesn^rai on "'hfoghul Currency and Coinage*^ in the 
Tndtan foumd oj ' tccnxomkii July, 3918, p- 169^' and F. Atkinson, The tndtan 
Cutrency QuesUon (1894), p. 1. ' ^ 

51 AUording to the Mohamniedan historian, Khafi Khan, it enraged the Emperor 
Aurangxeb when the East fndh Company in 1694 coined some rupees ar Bombay ** with ^ 
the name of their impure king” {Imperial Cazetteer of India, Vol IV, p. 515). 
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‘due sense of responsibiUty. Never did the Moghul Emperors 
stoop to debase their coinage. Making allowance for the 
imperfect technology of coinage, the coins issued from the 
various- Mints, situated even in the most distant parts of their 
Empire’^, did not materially deviate from the standard. The 
table below of the assays of the Moghul rupe« shows how 
the coinage throughout the period of the Empire adhered to 
the standard weight of 175 grs. purc.l 


Kame of the Rupee. 

f 

Weight 1 
m pure { 
Grs 

1 

Name of the Rupee. 

Weight 
m pure 
Grs. 

1 

Akbari of Lahore * ^ 

HI 

Delhi Sonat . 

175.0 

„ of Agra . 

m.o 

„ ’ Alamgir 

i 175.0 

Jehangiri of Agra . 

174.6 

Old Surat 

174.0 

,, of Afiahabad . 

176.6 

^lurshedabad 

175.9 

„ of Kandhar • 

17S.9 

Persian Rupee of 1745 . 

174.5 

Shehajehani of Agra 

175.0 

Old Dacca . 

173.3 

,, of Ahama- 


IMuhamadshai 

170.0 

dabad 

174.2 

Ahmadshai . 

172.8 

of Delhi 

174.2 

Shaba Alam (1772) 

175.8 

„ of Delhi 

175.0 



„ of Lahore . 

174.0 




So long as the Empire retained unabated sway, there was 
advantage rather tlian danger in the plurality of Mints, fOr they 
were so many branches of a single department governed by a 
single authority. But with the disruption of die Moghul Empire 
into separate kingdoms these branches of the Imperial Mint 
located at different centres became independent factories for 
purposes of coinage. In the general scramble for independence 
which followed the fall of the Empire, the right to coinage, as 


•tt h listed in the Impend Gazetteer of India (Vol IV, p 5H), thst m the 
esrly dsys of the Moghul lulc, there wai only one Mint-at' Delhi-uhidi struck the 
Impensl couis. The Emperor Sher Shs ivss the first to mtroduce s plurshty of Mmti 
cona^ pu^ses-i precQce contmued and extended by the later emperors until 
the reigns of Akbar and Bahadur Shah H the Mmts numbered about 200. 
.■ the Ear/ India Moral and Matenal Trogress Report for 1872-73 it is dear that 
.. every Mint was open to the eomage of all three metals, gold, silver and copper; 
4at »me Mmu coined only gold, others stiver, and the rest copper, (tee Report, 


t j , op. ciU p. 15. 
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one of the most unmistakable insignia of sovereignty, became 
the right most cherished by the political adventurers of the time. 
It was also the last privilege to which the falling dynasties clung, 
and was also the first to which the adventurers rising to power 
aspired. The result was that the right, which was at one time 
so religiously exercised, came to be most wantonly abused. 
Everywhere the Klints were kept in full swing, and soon the 
country was filled with diverse coins which, while dtey pro^ 
claimed the incessant rise and fall of dynasties, also presented 
bewildering media of exchange. If these raoney-mongering 
sovereigns had kept up their issue.s to the original standard of 
the Moghul Emperors, the multiplicity of coins of the same 
denomination would not have been a matter of much concern. 
But they seemed to have held that as die money used by their 
subjects was made by them, they could do what they liked 
with their own, and proceeded to debase their coinage to the 
extent each chose without altering the denominations. Given 
the different degrees of debasement, the currency necessarily 
lost its primary quality of general and ready acceptability. 

The evils consequent upon such a situation may well be 
imagined. When the contents of -the coins belied the value 
indicated by their denomination they became mere merchandise, 
and there was no more a currency by tale to act as a ready 
means of exchange. The bullion value of each coin had to be 
ascertained before it could he accepted as a final discharge of 
obligations.* The opportunity' for defrauding the poor and the 
ignorant thus provided could not have been less t than that 

♦ It was this ncccssit/ for ascertaining die true bullian value of the debased coini 
which gate rise to that class nf money-changers known as Shroffs, who speciatized 
in the business of evaluating the coins at their proper discount from the standard 
purit) by means of the dates and other characteristics engraved upon them. 

t It is stated that Dr. Roxburgh, who was an eye-witness, was so mtich impressed 
by the niS’crings of the poor owing to llic bad state of the, currency that he urged 
upon A. Da1r>mplc, in a letter dated June 30, 1791^ to give prominence to the evils 
by inserting a paper in his Or/enw/ Reper/oiy (2 vo!^ , London. 1808), ‘*on the 
current coin m circulation over the Company** Territories which might be produc- 
'me of the most solid and lasting advantage to the Governing and die Governed/^ 
and added, '’You may be abfc to correct the evil, by which jou will certainly go to 
heaven, if the prayers of the poor av‘ail, and I may get a step nearer paradise.*^ Obsert/a* 
tiont on the Copper Coinage taunted tn the Ctrears, by A. Dalrymplc, London, 1794, 
p. L . 


5 



History of Indian Currency and Bankings 

known to have obtained in England before the great re-coinage 
of 1696. This constant weighing, valuing, and assayirig ' Ae 
bullion contents of coins was, however, only one aspect in "which 
the evils of the situation made themselves felt. They also^ 
presented another formidable aspect. With the vanishing of 
the Empire there ceased to be such a thing as an Imperial le^l 
tender current all through India. In its place tliere grew up 
local tenders, current only within the different principalities 
into which the Empire was broken up. Under such circum-^ 
stances exchange was not liquidated by obtaining in return for 
warts the requisite bullion valvie from the coins tendered in' 
payment. Traders had to be certain that the coins were also 
legal tender of their domicile. The Preamble to the Bengal 
Currency Regulation XXXV, of 1793, is illuminating oh this 
point. It says : — ' ^ 


**Thc principal districts in Bengal, Behar and Orissa, have 
each a distinct silver currency . , , which arc tlte standard 

measure ol value in all transactions in the districts in which 
dicy respectively drculatc. 


^ ^ ^ ^ 

*‘In consequence o£ the Ryots being required to pay their 
rent in a particular sort of rupee they of ‘ course demanded' it 
from manufacturers m payment of their grain, or raw materials. 
v/hiUt the .manufacturers, actuated by ‘similar - principles v/uli 
, the Ryots, .required ^ the same species of rupee from the traders 
who came' to purchase their cloth or their commodities. 



^ consequence ujt; ..nut: vi juj/cc was cnnancca in the cfjsiric 
in which it was current; for king in demand for all transactions 
■ As a furshtt.conseouencc, every son of rapee brought into dn 
dismci was rciecy.d from being a different measure of valu. 
from that by winch inc inhabitants had become accustomed k 
cstunate thetf projKirty or. if ,t was received, a ducount 
ex^ctc-d upon n, e<,ua! to what tl,e receiver would haT 
' kaigcd to. pay upon eschangmg it at tlie house of a sbrnft f 
the rupt'C cimcint In the tlt«'trict or tn i- ^ fo 

ins i.i„ iVSJ’inMi" i”” 
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I ♦ , "From this rejection of tire coin current in one district when 

'•tcn<3ercd in payment in another,, the merchants and traders, and 
the ' proprietors and cultivators of Uand in different parts of the 
'country, are , subjected in* thcir xommerciai dealings with each 
' other to the same losses by exchange, and all other inconveniences 
that would necessarily result were the several districts under 
separate and independent governments, each having a different 
• com'.’’ ' ■ . ' ' r 

• Here- was a situation “ where! trade was reduced to barter, 

• whether one looks upon barter as characterized ' by the absence 
■of a common mediurn of exchange or by the presence of a plurality 

, of the media of exchange ; for in any case, it is obvious that the 
want of a' “double coincidence ” must have been felt by- people 
engaged in trade. One is likely to think that such could not have 
been the case as the medium was composed of metallic counters. 
But it' is to.be remembered that the circulating coins on India, by 

. reason of. the circumstance attendant upon the diversity in their 
'fineness and legal tender, formed so many different species that 
. an exchange against a particular species did not necessarily close J 
the transaction ; the coin must, in certain circumstances, have 
been only. an intermediate to be forther bartered against another, 
and .so on till the, one. of the requisite species was obtained. This 
is sufficient indication that society bad sunk into a state of barter. 

• If this alone was the flaw in the situation, it would have been : 

, only as bad as that of international trade under diversity of coin- 

. ' ages; But it., was further complicated by the fact that although; 

- the denomination of the coins was the ,'same, their metallic con- 
tents differed considerably. Owing to this,' one coin bore a 
discount or a premium in relation to another of the rame name. 
In the- absence of knowledge as. to the anaount of premium of 
discount, every one cared to receive a coin of die species known 
to hun and current in his territory'. ,0h the, whole, the obstacles ■ 
to commerce arising from such a situation could not . have been - 
less than those emanating from the mandate of Lycurgus, .who 
, compelled the Lacedaemonians to use. iron money in order .that 
"its weight might prevent them from overmuch • trading. : The 
situation,' besides being irritating, was aggravated by thc.picsciice 
of ah element of gall in it; Capital Invested, in providing .'a cur- 
rency is a . tax upon the productive resources of the comthiinitv 
. Nevertheless,. wrote Jam es -Wilson,^ no one vyquld question ■- ’ * 

' • Capital Currency and Banl^ing, 1847, p. 15. , ' ! ~ ‘ " ' 77 * 
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“that the time and labour which are sated by the inter- 
position o£ com, as compared with a system o£ barter, form an 
ample remuneration for the portion of capital withdrawn £ 5 °”^ 
productive sources, to act as a single circulator of comiftodilies, 
by rendering tlie remainder of the capital of the country so 
much the more productive.” 

What is, then, to be said of a monetary system which did 
not obviate the evil consequences of barter, although enormous 
capital was withdrawn from productive sources, to act as a single 
circulator of commodities ^ Diseased money is worse than want 
of money. The latter at least saves die cost. But society must 
have money, and it must be good money, too. The task, there- 
fore, of evolving good money out of bad money fell upon die 
shoulders of the English East India Company, who had in the 
meanwhile succeeded to die Empire of the Moghuls in India. 


' The lines of reform were first laid down by the Directors 
of the Company in their famous Despatch, dated April 25, 
1P06,* to die authorities administering their territories in India. 
In diis historic document they obscrv'cd ; — 


“17. It iv an opinion supported by the best authorities, and 
prmed In c^pcricnct;, ihm corns of anti silver cnnnot cir- 
culate ii5 legil tenders of j54yrncnt at relative valtjes . , . 

Iocs; ilus loss h cccaMoncd hy the fluctuating value of 
file njcuU of ulucli the corns are A proponjon bcrvv'ccn 

ihc and siHer coin 5s fixed hj Iw, according to the value 
of the metaU, :^nd it nm be on the justest principles, but owing 
xc xbc change of dtcuinsunces eold may become of greater value 
ifi rehuon to siUttr than at die time die proportion was fixed 
X*' therefore becomts profitable to c' change siKcr or gokh so 
the com dm metal u xvlthdrnwn from circulation, and if 
should u'etosT in ns xa!nr in relation to gohh the same 
circmr'-nntes woiAd send lo reduto the qtunntv of siher <^in 
Sn Av it ,, impQvviWe to prevent the fluctuation in 

iW Wu- t.| dc -nr-Ml-. t., „ ,s shr, equally imnracticablc to 
f^cvrni dr ‘ oti i^c coins made from Uicse 

sfftr t <1 ' he e ?ab1idunenc ot suen a 


of a%tli tend 


perpetuate inconvenience and 
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They tlicrcfofe decided themselves in favour of monometal- 
isni as the ideal for the Indian currency of the future, and 
prescribed : — 

' ‘'21. . . - . ■ tiiat silver should be the universal money of 

account (in India), and that all . . . accounts should be kept in 

'■ the same denominations of rupees, annas and pice. . . 

• •. ' The rupee was hot, however, to be the same as tliat of the 

. Moghul Emperors in weight and fineness. Tire proposal that 

, - ' "5. , . . the new rupee . . . be of tlie gross weight of — 

, Troy grains ' . . 180 

. , Deduct one-twelfUt alloy . . 15 

; ' And contain of fine silver troy grs, . . 165” 

Such were dte proposals put forth by the Court of Directors 
or the. reform of Indian currency. 

. The choice of a rupee weighing 180 grs. troy and containing 
165 grs. pure silver as the unit for the future currency system 
>f India was a well-reasoned choice. 

The primary reason for selecting this particular weight for 
:he rupee, seems to, have been the desire to make it as little of a 
departure as possible from the existing practice. In their attempts 
to reduce to some kind of order the disorderly currencies be- 
queathed to them by tire Moghuls by placing them on a bimetallic 
basis, the Governments of the tlirec Presidencies had already 
made a great advance by selecting out of the innumerable coins 
then circulating in the country a species of gold and silver coin 
as the exclusive media of exchange for tlieir respective territories. 
The weights and fineness of the coins selected as die principal 
units of currency, with other particulars, may be noted from the 
summary table on the next page. 

To reduce these principal units of the differerit Presidencies 
to ;a single principal unit, the nearest and the least inconvenient 
magnitude of weight which would at the same time, be an inte- 
gral number was obviously 180 grs., for in no case, did .'it differ 
from the'weights of any of the prevailing units in any marked" 
degree. Besides, it was believed that:, 180, or rather 17955n, grs. - 
was the standard weight of die, rupee coin originally issued from 
the Moghul Mints; so that the adoption -'of it' was really a resto- 
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ration of the old nnit and not the introduction of a new one.* 
Another advantage claimed in favour of a unit of 180 grs. was 
that such a unit of currency would again become what it had 
ceased to be, tlie unit of weight also. It was agreedt that the unit 
of weight in India had at all times previously been linked up with 
that of the principal coin, so that the seer and the maund weights 
were simply multiples of the rupee, which originally weighed 
179.6 grs. troy. Now, if the weight of the principal coin to be 
established was to be different from 180 grS. troy, it was believed 
there would be an unhappy deviation from the ancient practice 
which made the weight of the coin the basis of other weights and 
measures. Besides, a unit of 180 grs. weight was not only suitable 
from this point of view, but had also in its favour the added 
convenience of assimilating the Indian with the English units 
of weight.! 

While these were the reasons in favour § of fixing the weight 
of the principal unit of currency at 180 grs. troy, die project of 
making it grs. fine was not without its justification. The 
ruling consideration in selecting 165 grs, as the standard of fine- 
ness was, as in the matter of selecting tlie standard weight, to 
cause the deast possible dismrbance in existing arrangements. 
That this standard of fineness was not very different from those 
of the silver coins, recognized by the different Governments in 
India as the principal units of their currency, may be seen from 
the following comparative statement. 


^ Cf. The Despatch, op. cit., para. 8. ^ 

t Cf para . 26-28 of the letter from James Prinsep to the Calcutta Mint Committee, 
printed in the Appendix to the Indian Tables by John Muller, Calcutta, 1836 

iJbid, para. 28. How the English and die Indian systems of weights were made 
‘to correspond to each other may be seen from the following: — 



Indian 

English 

1 


8 ruitces 

«=r 1 massa 

^ ' 15 

troy 


12 massas 

tsa 1 tola (or sicca) 

180 



80 tolas 

rsa 1 seer 


)* 

pounds 

^0 seers 

1 maund (or mim) 

^ 100 

*« 

»» 




Attention may be drawn in this connection to the dissenting opinion of Captain 
jen-is on the project of 180 grs, troy as the unit of weight for the rupee, Cf. his most 
exhaustive treatise called The Expediency and VaclUiy of ectahhshnz the Metrological 
and Mont f (try Systems throughout India on n Scientific and Vertnanent Basis, grounded 
on an Anal^^cal Review oj the Weights, Measures and Coins oi India . . . , Bombay, 
1836, pp. 49-61. 
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TABLTI II ^ " ' 

DE\aATIOKS OF THE PROFOSED SxAKDARD OF FINENESS FROM 
that of the Principal Recognized Rx'Pehs ^ v 


Silver Coins recognired as 
Principal Units and their 
Fineness. 

Standard 
Fineness 
oi the 
Projwbcd 

1 Silver 
Rupee* 
Troy Grs. 

More valnable | 
than the Fro- j 
posed Rupee. | 

Less ^ valuable 
than tbe I’to- 

posed Rupee 

Name oi the Com. 

Its Pure 
Contents. 
Troy. Grs. ] 

In 

I Grs. 

Bv 

i 

In 

On.." 

By ^ 
'>.c; 

Surat Rupee . | 

164.74 ^ 

165 ' 


■ 

,26 

.157 

Arcot : 

166.477 

165 

1.4771 

.887 

— 


Sicca . 

175.927 

165 

10,927 

-6.211 

— 



FarrukabadR. . 

166.135 

165 

1.135 

.683 

, — - 

. 

Benares Rupee . 

169.261 

165 

4.251 

2.511 




It wijl thus be seen tliat, with the exception of the Sicca , 
and the Benares rupees, the proposed standard of fineness agreed 
so closely with those of die other rupees that the interest of obtain^ ^ 
ing a complete uniformity without considerable dislocation 
overruled all possible objections to its adoption. Another con- 
sideration diat seemed to have prevailed upon, the Court of 
Directors in selecting 165 grS. as the standard of .fineness was ■ 
that, in conjuiiction with 180 grs. as; the standard .weight, tlic 
arrangement, was' calculated^ to make die nipec eleven-twelfths 
fine. To determine upon a particular fineness was^too technical 
^ a matter, for the Court of Directors. It was, however, the opinion 
of ' the British Committee ;bn Mint and Coinage, appointed in 
1803, that* “ qne-pvelfth alloy .and eleven-twelfths fine is by a 
variety of extendve experiments proved to be the best proportion, 
or. at least as good as, any which could have been chosen ” This 
standard, so authoritatively upheld, the Court desired to incor- 
porate in their new scheme of Indian currency. They therefore 
' desired to m^e.^thc'^ rupee eleven-Uvelfths fine. But to do so 
, -was also to maKe die rupee 165 grs. pure-a content which they 
.desired, from the point of view stated above, the rupee to possess 
, Revle^^g the preference of the Court of DirectL for 
monornetalhsm from the vantage-ground of latter-day events' 

. one migh t be mclmed to look upon it as a litde too shorlsightcd ■ 


■12: 


Cf. The despatch, op. cit, par 9. 
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At ihz time, however, flie preference w‘ns weU founded. One 
of the first nwasnres. the three Presidencies, into which tlic 
counir\f was divided for purposes of administration, had adopted 
on their assunung the government of the country, was to change 
the paraUcl standard of the Moghuls into a double standard by 
establishing a legal ratio of exchange between the mohur, the 
pagoda, and tire rupee. But in none of die Presidencies was 
the experiment a complete success. 

In Bengal " the Government, on June 2, 1766, determined 
upon the issue of .a gold mohur sveighing 179.66 grs, txoy, and 
containing 149.92 grs, troy of pure metal, as legal tender at 14 
Sicca rupees, to relieve the currency stringency caused largely 
by its own act of locking up the revenue collections in its treasu- 
Tics, to the disadvantage of commerce. This was a legal ratio 
of 16.45 to 1, and as it widely deviated from the market ratio 
of 14.81 to 1, this attempt to secure a concurrent circulation of 
the itvo coins was foredoomed to failure. Owing to the drain 
of silver on Bengal from China, Madras, .and Bombay, the cur- 
rency stringency grew worse, so much so thtit another gold 
mohur was issued by the Government on March 20, 1769, sveigh- 
ing 190.773 grs. troy and containing 190.0S6 grs. pure gold with 
a value fixed at 16 Sicca nipecs. This w.u: a legal ratio of 14.81 
to 1. But, as it was higher th.an the market ratio of the time 
both in India (14 to 1) and in F.uropc (14.61 to 1), this second 
effort to bring about a concurrent circulation fared no better 
than the first. So perplexing seemed to be the task of accurate 
rating that the Government reverted to monometallism by stop- 
ping the coinage of gold on December 3, 1788, and when the 
monetary stringency again compelled it to resume in 1790 the 
coinage of gold, it preferred to let the mohur and the rupee 
circulate at their market value wjtliom making any attempt to 
link them by ,i fixed ratio- It was not until 1793 that a third 
attempt was made to forge a double standard in Bengal. A new 
mohur was issued in that vear, weighing 190.895 jps. troy and 
containing 189.4037 grs . of pure gold, and 'made legal tender 

y- Action of the Indian Government vrith regard to 

Gold, m Economic loiirnar, Vol lU, p, 54 et 'set;. Also Mmute by Sir John Shore, in 
Bengal Public Consultationi, dated September 29, 1795. 
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at 16 Sicca .rupees. This was a ratio o£ 14.86 to 1,' but, as it 
did not conform to the ratio, tlicn prevalent ifi the market, 
third attempt to establish , bimetallism ' in Bengal failed as at _ 
those made in 1766 and 1769* ' ,4? 

; The like endeavours of the Government of Madras , 
more futile man those of Bengal The first attempt at bimetal- . 
lism under the British in that Presidency was made in^ the year 
1749, when 350 Arcot rupees were legally rated^ at 100 SW' 
pagodas. As compared with the then market' ratio this , 

involved an under-valuation of the pagoda, the gold coin of the 
Presidency* The disappearance of the pagoda caused a monetary 
stringency, and the Government in December, 1750, was obliged 
to restore it to currency,'^ This it did by adopting the twofold 
plan of causing an import of gold on Government account, -so ^ 
as to equalize the mint ratio to the market ratio, and of compel- 
ling the receipts. and payments of Government treasuries to be ^ 
exclusively In pagodas* The latter device proved of small value",; 
but the former by its magnitude was efficacious enough to case 
the situation. Unluckily, the case was only temporary. Between* 
1756 and 1771 the market ratio of the rupee and the pagoda !• 
again underwent a considerable change. In 1756 it was 364 to 
100, and in 1768 it, was 370 to 100. ' It was not fill after. 1768, that 
the market ratio became equal to the legal ratio fixed in 1749 
and' remained steady for about t^'clve years.' 'But the increased 
' imports of silver, rendered necessary" for the prosecution of the 
second Mysore war, once, more disturbed the ratio, which at the 
" close of the war stood at 400 Arcot^ rupees to 100 Star pagodas* 
After the end^of the war, the.Government of Madras made another 
. ^ attempt tofiring about a concurrent circulation between thecupce 
and the pagoda, *But instead of making the market ratio of 400 
■ ■ to 100 Bic legal ratio it was led by Ac then increasmg imports 
of gold mto the Presidency to hope that the market ratio Wd 
' m time rise to that legally established in 174Q >ouia, 

- mood so induced It dtcild. in 1790 ,„S„ f 

r H. Mwell, Subsutunoti of Silver for — 

Joumer of ^onomtes, January, 1921. * ^ 


in T-j;. I 
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proceeded to aggravate it by raising the ratio still further to 350 
. to 100 in 1797, witlr the effect that the pagoda entirely went out 
1 of circulation, and the final attempt at bimetallism thus ended 
' in a miserable failure. 

. The Government of Bombay seemed better instructed in 
J die mechanics of bimetallism, although that did not help it to > 
;; overcome the practical difficulties of tire system. On ^e first 
occasion when bimetallism was introduced in ^e Presidency * 

" the mohur and die rupee were rated at die ratio of 15.70 to 1. 

" But at diis ratio the mohur was found to be over-rated, and ac- 
' cordingly, in August, 1774, the Mint Master was directed to coin 
“ gold mohurs of the fineness of a Venetian and of the weight of 
? the silver rupee. This change brought down the legal ratio to 
14.83 to I, very nearly, though, not exactly, to the dien prevailing ' 
( market ratio of 15 to 1, and had nothing untoward happened, 
bimetallism would have had a greater success in Bombay than 
*' it actually had in the other two Presidencies. But this was not 
■' to be, for the situation was completely altered by the dishonesty 
^ of the Nawab of Surat, who allowed his rupees, which were of 
' die same weight and fineness as the Bombay rupees, to be debased 
to the extent of 10, 12, and even 15 per cent. This act of debase- 
ment could not have had any disturbing effect on the bimetallic 
^ system prevalent in the Bombay Presidency, had it not been for 
the fact that the Nawab’s (or Surat) rupees were by agreement 
admitted to circulation in the Company’s territories at par with 
die Bombay rupees. As a result of their being legal tender the 
Surat rupees, once diey were debased, not only drove out the 
Bombay rupees from circulation, but also the mohur, for as rated 
to the debased Surat rupees the ratio became unfavourable to 
gold, and the one chance for a successful bimetallic system 
vanished away. The question of fixing up a bimetallic ratio 
between die mohur and the rupee again cropped up when the 
Government of Bombay permitted the coinage of Surat rupees 
at its Mint. To have continued the coinage of the gold mohur > 
according to the Regulation of 1774 was out of the question. 
One Bombay mohur contained 177.38 grs. of pure gold, and 
15 Surat rupees of the standard of 1800 contained 247,110 grs. 

• Report of Dr. Scott on the History of Coinage in the Bombay Presidency, tHth 
Appendices, Public Consultations (Bombay, dated January 27. 18011. 
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of silver. By this Regulaiion the proportion of silver to goW; 

, would have been i.c. 13.9 to 1. Here the mohuf 

have been much under-valued. It vv<as therefore resolved to 
the standard of the mohur to that of die Surat rupee, so ^ ° • 
give a ratio of 14.9 to 1. But as the market ratio was.mcbncov 
towards 15.5 to 1, the experiment was not altogether ^:succeiS. ; 

' In the light of this experience before them, .tlie Court, o , 
Directors of the East India Company did w’cll In fixing upon 
a monometallic standard as , the 'basis, of the future- currency ■, 
system- of India. The principal, object of all currency regulations ■ 
is tliat.the different units' of money should bear a fixed relation , 
of value to one another. Without tliis fixity of value, the cu^ , 
rency would be in a state of confosion, and no precaution would 
be too great against even a temporary disturbance of that fixityv 
Fixity of value between the various components of tlie currency 
is so -essential a requisite in a’ well-regulated monetary system 
that we need hardly be surprised if the Court of Directors attach- 
ed special importance to it, as tliey may well have done, particu-. 
larly when they were engaged in the task of placing the currency 
on a sound and permanent footing. Nor can it be said that tlieh 
choice of monometallism was ill-advised,' for it must be admitted 
that a ringle standard better guarantees this fixity than does' the 
‘ double standard. Under the forrher it is spontaneous, under the 
• latter it is forced.^ ' v ' 


, These recommendations of the Court of Directors were, left 
to the^ different - Governments in India ■ to" be' carried ' into eflfeci 
at -their discretion as to the time' and- manner of doing it. Eui 
it was some time, before steps,, were ' taken in consonance witi 
-these -orders,, and even then, it was on the realization of thos< 
parts the programme' of the Court which pertained to -tht 
' cstablisHmeht of a i uniform currency' that the efforts of the diffc 
. rent, Governnients. were first concentrated. 

- The task of -reducing the existing units of currenev to thai 
• a. F... ^ 

lOx 
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pagoda — ^wcrc superseded by iiew units, a gold rupee and a sih'cr 
rupee, each weighing 180 gfs. troy and containing 165 grs. of 
fine metal. Madras was followed by Bombay sk years later by 
a Proclamation * of October 6, 1824, which declared a gold rupee 
ai\d a silver rupee of the new Madras standard to be the only 
units of currency m that Presidency. The Government of Bengal 
had a much bigger problem to handle. It had three different 
principal units of silver currency to be reduced to -the standard 
proposed by the Court. It commenced its work of reorganization 
by a system of elimination and alteration. In 1819. it discon- 
tinuedf the coinage of the Benares rupee and substituted in its 
place the Furrukabad rupee, the weight and fineness of which 
were altered to 180.234 and 135.215 grs. troy respectively. Appa- 
rently this was a step away from die right direction. But even 
here, the purpose of uniformity, so far as fineness was concerned, 
was discernible, for it made the Furrukabad rupee, like the new 
hladra.s and Bombay rupees, eleven-twelfth fine. Having got 
rid of the Benares rupee, die next step was to assimilate dtc 
standard of the Furrukabad rupee to that of Madras and Bombay, 
as may be seen from the following table. 

Thus, without abrogating the bimetallic system, substantial 
steps xs'crc taken in realizing the ideal unit proposed by the Court, 
as may be seen from the following table. 


TABLE III 

UxiFoaMiTY or Coinage at the enp of au. 3833 


by 

tho <3o\ - 
of 

filUcr Coin^, ! 

f Gold Colre, 

Katlo. 

Benotnlnnlon. 

[ VTclRht 

1 

1 

FlneneRfl 

Dt*nomlnntlO')* 



1 


Sicca Rupee i 

192 

170 or 

Mohur 

, 204 710 1 

3 

187,651 

1 to 15 

Bengal J 


Furrukabad | 

180 

165 or 


; 



( 


FLupeo 1 







Bombay 

Stiver Rupee 

180 

165 or 

Gold Rupee : 

180 


1 to 16 





11 





Madras 


Silver Rupee 

180 

166 or 

a 

t* t* 

180 

1 165 or I 

H I 

1 to 15 


• Cf. Bombay Financial Consuhationt, dated October 6, 1824. 
i Bengal Regulation XI o{ 1819. 

J Bengal, Regulation VII of 1833. 
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Taking stock of the position as it was at the end; of 1833, 
we find that witli the exception of die Sicca rupee and the gol 
mohur of Bengal, that part of die scheme of die Directors 
pertained to die uniformity of coinage was an accompished ,rart. 
Nothing more remained to carry' it to completton th^^ to oia- 
continue the Sicca rupee and to demonetize gold'‘_ At this 
however, arose a conflict between die Court of E)ircctors and die 
three Governments in India. Considerable reluctance was shotvn 
to the demonetization of gold. The Governntent of Madras, 
which was the first to undertake the reform of its currency -ac- 
cording to the plan of die Court, not only insisted upon- con- 
tinuing the coinage of gold along with that of the rupee,’*-, but 
stoudy refused to. deviate from the system of double legal tendei 
at a 'fixed ratio prevalent in its territories,! notwithstanding the 
repeated remonstrances addressed by die Courtt. The Govern 
ment oi 'S)enga\ c\nng to tVic 'oimetaWie staniaifi xAvVi etyaa 
tenacity. Rather than demonetize the gold mohur, it took step 
to alter its standard§ by reducing its pure contents!! from 189.403! 
to 187.651 troy grs., so as to re-establish a bimetallic system o) 
the basis of the ratio adopted by Madras in 1818. So great wa 
its adherence to the bimetallic standard that in- 1833 it undci 
took to alter §§ the weight and fineness of the rupee to. 19 
grs. troy and 176 grs. fine, probably to rectify aTikely divbrgenc 
between the legal and the. market ratios of the mohur to th 
rupee.1:t • , - 


■ u ♦The Court of Directors ^ were willing to permit the coinage and circulation of . 
gold"ttn/m^e<? to the rupee, for "they had observed in their Despatch : — 
f ** 16. ' Although' we are fully satisfied of the propriety of the silver rupee being the 
principal measure of value and the money of account, yet we ate by no means desirous 
|of checking the drculation of gold, but of cstablbhing a gold com on a principle fitted 
'|for genc^ use. This coin'in our opinion should be called a $o]6 rupee and be made 
'Of tbe same standard as the diver rupee.'* 

% • ^ C?ecr^ Public Consultations of August l9. 1817, particularly the 

letter of the Accountant-General entered thereon. 

Cf. The Public Despatches to Madras dated March 6, 18l0 ; July 10. 1811 ; and 
June 12, 1816. 

§ Preamble to the Bengal Regulation XIV of 1818. 

however, increased itr weight from 190.895 to 204 .710 troy grs 
§§ Bengal Regulation Vn of 1833. 

tweito^^^ was also intended to make the Sicca rupee eleven- 



From 0 Dowbifi Standard to a Sifver Stondord 

But in anotitcr dlrcciion the Government in India wanted 
to go Xurdier than the Court desired. The Court thought a 
uniform currency (he. a currency composed or like mu ind^ 
pendent units) was all that India needed. Indeed, they had 
given the Governments to understand that they did not wish 
for more in the matter of simptiheauon of currency and were 
perfcciiy wiliing to allow the Sicc.a and die mohur to remain 
as they were, unassitn'ilaied.* A uniform currency was no doubt 
a great advance on the order of things suclt as was left by tire 
successors of tire hloghuls. But that was not enough, and die 
needs of the situation demanded a common currency based on 
a single unit in place of a uniform currency. Under the system 
of uniform currarcy each Presidency coined its own money, and 
the money coined at the Mints of the other Presidencies was 
not legal tender in its territories cveept at the Mint. This mone- 
tary independence would not have been very harmful if there 
had c.visted also hnancial independence between the three Pre- 
sidencies. As 3 matter of fact, although cadi Presidency had 
its own fiscal system, yet dtcy depended upon one another for 
the finance of tlrcit deficits. Tlicrc was .a regular system of 
" supply ” between tirem, and the surplus in one was being con- 
stantly drawn upon to meet the deficits in others. In the absence 
of a common currency tlih resource operation was considerably 
hampered. The difficulties caused -by the absence of a common 
currency in the v«iy of die “ supply ” operation made themselves 
felt in two df/ferent svays. Not being able to use as legal tender 
the money of othef Presidencies, each was obliged to lock up, 
to die disadvantage of commerce, large working balances in 
order to be self-sufficient.^ The very system which imposed 


•Cf, Despatch to Bengal Mattel hlatch 1829. 

f The AccoununU3encnil of Bengal, In a letter to the Calcutta Mmt Committee, 
Isitai November 21, 1823, wrote: — 

32. amount of iJie balance rrlust aho neceiranly depend upon the 
of tbo currency If the Midras> and Furruhabad rupees instead of 

di/fenng in tv eight and intrinsic value were coined of one standard weight and value 
bearing one inserlpnon and in no wax difTcring, the surplus of one P/csIdcncj^ would 
at all dmes be available for the deficiency of anotlicr, without passing dirough the 
Mint, and the balance of India might be reduced in proponon to the increased avail- 
ability of currency for the disbucs-mems of tb*' »hrec FresKlcncits*’ {Botnhay Financial 
Consultadotts, February 25, 1824). 
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'Sm II AX 33V P 6 PouMS I 

• "PESI 'LZ ^inl psicp ‘6 'ON ‘B'pui oi t{3jBd»a [twnsuij jistp jq 

spjEA\oj apnipjB apjsoij Aue Aji^snl 3 ou ppioA\ 31 ‘iiA\ou:^ AuEjpuag 
ajora 3 J 3 A\ ipnj} atp jr u 3 a 3 qtig -pjEpuEis jaAps e Aq pjEpxiBjs 
p[oS E p 3 DBid 3 J 3 r 3 Bip 3 q oj SUI 33 S joy aqj jo av 3 ia psuicwaiua 
AjuouimoD 3 -qj^ ‘UJsqjEjstuouom Aq uisipEpmiq jo uopn^psqns 
E SEA\ p 33 .TD 3 p A]UEimid py 3 qj asqM aEqa | 3 JEAVE 3 Je '‘J 3 A 3 
-Avoq ‘ppijo sar {[E ao^q 'AaTtutuEtiba jo asaSsp guisudani. e tpiAi 
p 3 A\ 3 iA U 33 q ssq ai ^uiaasAs oipEaatuiq sqa paaESoaqE aoy 3 qa se jbj 
os ttj -gggj go aoy Slip usqa sjesA j 3 aB{ ui auaauoosip 

jaiEsag E oa p 3 | ssq uopEpigaj Eipuj qspug go 3 D 3 ad oj^ 

•Aaaunoo aqa anoqSnojqa jspuaa jESaj 3{os puB Aouajano uouituoa 
aqa SE auq ‘saS gpj guimBauoa puE Aoaa ’sa§ pgg SuiqSiaAv aadna 
E qaiAi ‘stsEq oqjEaaurouom aaAjis e uo Eipuj paaB[d pus tuaogaa 
AjBaauom go ssaaoad snonpas pus Suog b go aurod-SmaBuiuipaa 
aqa paqaEor aj 'Aaoasiq UBipuj aqa go sjeuue aqa tq ajqEJ 
-araora uiBUjaa aaAa qm (gggi go HAX) ^^y Aouaaano aqa ‘upaaqa 
paAE[dqp a^i;/-a//o/7 uappns aqa aog ‘aaAaAVOfg: 'asiadans unaS 
B SBA\ pjoS SuTzpauotuap aay aqa go uoisiAoad aqa ‘djaq ppoa 
Aaqa UEqa ApuapiA aaora Aue ay qanasyp oa sEuaogaa agBuyoa qaxp 
A\oqE oa aou aaaAV Aaqa yngaaEa A\oq puK ‘uiaasAs aypEaaxniq aqa 
go 'oopanaasap aqa asuteSE saaBg araip aas ApnoiAaad psq sapia 
-oqanE aqa A\oq paypaaa si ay tiaqA\ ‘paapug 'Suoy os aog qy pauyBa 
-uyEUi SuyAEq aaagB taaasAs ayqEaauqq aip paaE§oaqE aAEq pjnoqs ay 
AqAV iBaya aou sy ay ang -aypEAyaDuoa aaynb sy Etpug go ayoqA\ aqa 
aog Aouaaano uouiuioa E.go auauiqsyyqBqsa aqa oq pay Aqyssaaau go 
aaaog Aq uaaq aAEq pynoqs uoyaBaasyuyrapy yEiaadmi ue aEqx 

a ,:iiivcnuoo vipu] jsv^ 

atii Jiaftm iv^^i~vsq~^v?nJo^ousti //w/a 

moo pio^ oil ivi{i„ yjaaBysy^y—-* aadna Eaays atp papasaadns ay 
SE jEg os uy Aauajjna uouiuiod qxp asuyEoB asaqoad AyauaraaqaA 
asom pyp gJno 3 aqa aog— aano^ axp oa uoyssaauoa go AnA\ Aq gy sb 
‘ puE piioAaq iiraA\ auamiiiaAQg) , yBaaduiT atp ang •■tapuaq.. Tggjl 
ayos aqa se ‘Bipuy go ayoqAv aqa aog paanpoaaxu sbax Aauaaarp 
uotamoo e (SgTlo IIaX) auaumaPAOQ yEtaadrai aqa go lay ue 
A g ’Aayyod syqa oa aaajga oAtS oa uaqEa sba\ Aayunqaoddo iiyiBa ue 

pjDpuDjs J9A//S D oj pJDpuDj$ a/qnoQ D lUOJJ 



. Frotn £3 Double Stoncford to o Sllvct StondGtd 


silvtt ctsrtcncy and itnruculariy die sronlt change, sliould disrupt 
ibe monetar)’ -harmony prevailing among thera all. dicy were 
concipcllccl to tutt'i in convci^uon^ dtuc<l l^ovcrnbcf 20, 1865, 
which rciqmrcd die patties ihtce collectively called die Latin 
Union. J<i lower, in the order to maintain them in circulatiom the 
«iL-cr pieces oC 2 Crants, 1 franc, 50 centimes njul 20 ccniimw 
900 835 

from a standard of fme to f|]jjjjand to make them suhsh 

diary coins.* It is true that the Government of India also came 
itj for trouble as a result of thi.s disturbance id the relative S'altie 
of gold and silver, but that trnubit was due to hs own silly aci/^ 
Tlie curreticy bss' of 1SS5 had not closed the hfints to the free 
coinage of gold, pfcb.ahly iicciuisc the seignorage on the coinage 
ol gt>\xi was. a stwtt* stvevisst wLicL vbt GovcrssW.esw slvd wsst 
like to forego. But as gold was not legal tender, no gold was 
brought to Ihe Mint for coinage, .and the Government revenue 
from sctgnor.tge fell off. To avoid this toss of revenue, the Gov- 
ernment began to take steps m encourage the coinage of gold. 
In the first place, it reduced iJic scignomge t in 1837 from 2 per 
cent, to 1 per cent. But even this mea.surc was no? jufficient to 
induce people to bring gold to the Mint, and consequently the 
revenue frojti .seignorage failed to increase. As .i further srep 
in the same direction, the Government ismcd a Broclarnation 
on ].ami.\ry 13, 1841. authorking the oiTicers in charge of public 
treasuries to receive the gold coins .at the rate of 1 gold inohur 
equal to 15 .silver rupees. For some time no gold w.is received, 
as at the rate prescribed by liic Broclarnation gold tvas undcr- 
v.alucd.ll Rut die Australian .and Californian gold discoveries 
altered the ,situ.ation entirely. The gold mohuf, which was undcr- 
v.ilucd at Rs. 15, became overvalued, .and the Govemment which 
sv,as at one time eager to receive gold, w.as alarmed .at its ttiflion 

di’tphct t5t»rtr com$ of coiir:uo«I morv 

itlver hot v/hkh airrcnt at the nroc v?alu<^» Thh brnt^ht fbnh st 

<5«crt^ in France (April Vt, 1^6^) xvhich revokr^i rht tcnrlcr power to * con- 
certed tictk>n on the part of all the Latin eountrks concemt^^* 

^For fj^orn partkubfk of the J^cin Union, <i ?.jiugKI:n»» op* ciV pp 
f Cf* H, of <5- Iscttsmi Indian {Coinage) 2S4 of IS^O 
J Ihid., p t, 
f p. 10. 
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7 wmpjddns *puPl^u^ ^ 1 <S \uv^ py/ /o 'japi^jpt^ ^ps io^ § 

f.oUPuno MO Kfiboip^ y 'sqqiQ Xq p^juud isuiqi^ oip oi uinpiicioxuaj/^ siq 

‘ ^ ' • *0£8l 30 n 'D 30 ‘H *(8Z:8l) ao^ oiriim 

-UIOQ sqi oiopq (oojjnqqsy spjr^a^i:) Siiucg jo 53U3piA» ‘5q^ 4, . 

‘ ' ' 191 Y88I 'ptfworf ^HX *36' 

;A|[BDpbEjd SEM aBI|A\ UJOJJ'^^g]; UI ppSuBlJD puE{{OJJ JBqj J 3 ApS JO 
AjtpqE^s 3 t{j m IJ3TEJ jESJaAiun 3 qj seav juajij os 'p33pu| , ‘sonssf, 
jBjoj'Otp. JO tpjnoj-3UO JO 3U33XO aq:) 03 jaA[is isuisSe sa^ou jo ■ 
anssi aqp gupjitujad ‘f^gj jo spy jajJEq^ quEg aqj ui jJEd ur uejB 
tiossi:^snfjr atp/Sui^poquia osjAojd snoiuEj siq aanpo«ui oj -pajj ' 
aaioj oj ' qgrioxia jEajg 'ajaA\ Xaqj jnq ‘pjEpuEjs aq3 jo aguEqa B 
'jadoida 03 se ajqEJadnsur os 30U Xpuapua ■ajaA\ uoi 3 E|osi'{Bpsq'jo 
sapinagjip aqj^ -jaqio aqp jo Xeav auo uopaappajd Jo.uoppund 
-taoa jixiE qnoq3iA\ pjEpuE3S aj}{E3amrq b jo jaAps aqq Ijb jodabj, • 
m pxcpuEqs pjog aqq SmuopuEqn jo Xqipqissod atp gmssnasip/qaii' 
-iqEQ aqq 03 § tqnptiEJOtiiaj/\['STq "ui ‘paj puq aA\ Joj 'papqas-guiaq : 
uioJj JBj SEA\ pjBpttBqs pqq. JO uoiqsanb- aqq pjrgr sBpiBp SB ' upA^^ " 
^'iapuai pSaj ]pij jo saiEognjaa :ipAps ans'st;;pinoqSr3uaBctU3pAO{;) 
3BJJJ pasodojd XjpnqaB uossiqsnjq "pjg'j uj ‘pjBpUBqs pjdS. aqq. Joj 
aauajajaid pappap ou pBq alinq sqq Jo tramsa3B3S qspjjg aqvuaAg 
•sisBq JaA]p B xio Xpsora sba\ qaiqA\ ‘p{iOA\ aqq jo 3saJ pqq tuojj -jgo - 
jaq qna 31 sb ^Xquadsojd jaq 01 aauBjpmx} e jaqqcj seav ‘XqupTjadns’ 
ppjauixaoa s,puB|gugi jo astiEa aip -Supq tuojj, jej ‘pjEpttEqs 
pi'oS aqq j'auip aqq jo uoiutdo qjadxa aqq ui 'puE /Xppooras >[jdA\ 
03 toaqsXs Xauajjna qsqgug aqq xoj stsEq b avojjbu oOj paqstujnj . 
■pjBpireqs ppS atp 3 Btp paAVoqs c^gi Jo sisua aqx pnsst 'papqas 
E SB pjBpxTBqs atp JO uopsanb atp papiBSaj.-pEq atup atp jo uaui 
-qsTjSug aiojajaqq 3Bq3 pasoddns aq 03 30ti si 31 3nq ^paitpsi ipAati 

SBAv ‘ai 3 J 3 SI 3 t 5 uonBuiBpojx- aqx ^*tioT 3 BraE( 5 bj^'' ]BXd^f^^^ 

pauado aq 03 3 tJJ 3 | jb aSEUioa’ aajj'atp'oq 3 tnp^'t|st{gu 3 aqq 
ginsop uTojj JEJ ‘jay 3 e ^ fn C" ^tFC^ 

paaqd pBq'puEfSu^'Jqnbpo^ paAjis jo JnoAEj>ci osje sbXv ppoA\ , 
aioqAV aqq jo aapaBjd aqq 3 nq ^anpA jb pjBptiEqs atp iB,'jaA|is jo 
inoAEj m ‘Aqqa^ ptre 'spjnjq ‘aqao;q se qans ‘sqsuoatp atp pE ajaAV. 
Xltio 30^ qoodjaATX piox JO pbqq tre'qq’ atio iaqqaq e X|pa3qnoptm 
SEM ‘atmq atp jo uoTiirdo aip 03 SmpJoaaB ‘331103 >tp’ go aaioip, 

pjppUDis J3AIIS p 01 pJopuDis dfqnoa p iuojj: . 



History of Indian Currency and Banking 


By adopting the com-se it did of declaring gold no longer 
legal tender, and yet undertalcing to receive it m hquidauon or 
Government demands, it laid itself imder the disadvantage o 
being open to be embarrassed with a coin which was of no use an 
must ordinarily have been paid for above its value. Realizing its 
position, it left aside all considerations of augmenting 
by increased coinage, and promptly issued on December 25, 18 > 
another Proclamation withdrawing that of 1841. Whether it 
would not have been better to have escaped the embarrassment ^ 
by making gold general legal tender than depriving it of its 
partial legal-tender power is another matter. But, in so fat as 
India was saved the trials and tribulations undergone by the 
bimetallic countries to preserve the silver part of their currency, 
the abrogation of bimetallism was by no means a small' advan- 
tage. For, the measure had die virtue of fore-arming the country 
against changes which, though not seen at die time, soon made 
themselves felt. 


The abrogation of bimetallism in India, accomplished by 
the Act of 1835, cannot therefore be made a ground for censure. ' 
But it is open to argument that a condemnation of bimetallism 
is not per se a justificadon of silver monometallism. If it was 
to be monometallism it might well have been gold monomental- 
lism. In fact, the preference for silver monometallism is not a 
litde odd when it is recalled that Lord Liverpool, the advocate of 


monometallism,’* whose doctrines the Court had sought to apply 
to India, had prescribed gold monometallism for similar currency 
evils then prevalent m England. That the Court should have 
deviated from their guide in diis particular has naturally excite'd a 
great deal of hostile comment as to the propriety of this grave 
dep^ture.t At the outset any appeal to ulterior motives must 
be baseless, for Lord Liverpool was not a “ gold bug,” nor was 
the Court composed of “silver men.” As a matter of fact, neither 
of them at all considered the question from the standpoint as to 
which was a better standard of value, gold or silver. Wd, in 
^oj ^as that was at all a cons ideration worth atttending to, the 

IX” t s:- “ ” 

1898. os V DoW^.op 
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i]{OpDEjd SBA\ 3 Bl{A\ laojj ^|rg][ UI p.^SUBqO pUt^jOpj JCqj J 3 A[tS 30 

A 3 jjiqE 5 s 3 qj ui ipicj psJOAiun 3 i [3 sca\ juwfc Ob ‘p 33 puj n 'ssnssj 
jcjol 3 X |5 JO ipjnoj- 3 uo JO ^unj \'3 oqi o) jSAjK jsuiL’Se 63jou jo 
onss; otp gumiuijad ^ppg[ jo 3 oy jsjjrq^ quc^ 3 ip ui ijcd ui UB[d 
uossi 2 jsnpj oq: Sup^poqmo osTAOjd snouiEj siq sonpojjut oj {oo^j 
pojoj 03 tjg’noxia ie3jS 3jpa\ i^ip jnq ‘pj^pirejs aqj jo ogusqo b 

pduiOO OJ SB OiqEJsdnsUI os JOU ^pUOpiA^ 3J3A\ XIOpKJOSI |EOSy JO j 

s3ij|noyjtp oqx ‘J^tpo oqi Jo Ava\ suo itoposppojd jo' uopotmd : 
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jcqj pasodojfd AncnjOE xiossxqsnjj ‘9^31 xi[ -pjEpuEjs ppS aqj joj 
aouajajaxd pappsp ou pcxj auxu axp jo uaxusajcjs ijsppg aqj xiaAj 
•siSEq jOAjis E xio Apsoui SEAX qaiqAx ‘ppio-Xx aqi jo jsoj axp tuojj go , 
jaq jtiD ji SE ‘Ajuadsojd jnq oj oDXiEJpiliq x; jaxpsj scAX ‘Ajuousdns 
lEpnmitioo s,puEi8ua jo asnso aip Sinaq oiojj jej 'pjEpxrejs 
p{o3 3tp j‘aaq3 oip jo xioiujdo jjsdxa axp ot 'pxiE ‘^Aiqjooxxis -^joax 
03 xoajsAs Aoumjod xpqSug' oqj JOj sxsEq e axojjexi 003 paqsxxiinj 
pjtEpUBjs p}o 3 axp jnq'j poAXoqs cjgl Jo sisuo aqx -aossi papjas 
V SE pJEpxrcjs axp jo uopsanb axp papitSaj puq aiop axp jo xxaxxi 
-qsqgug ajojajaxp qsip pasoddns aq oj jou st 31 jnq *pansst jaAau 
SEAX ‘anjj SI 3T ‘uopExoEpojg aqx #«opEUJEpo'ig pAdg"r'Aq 
paiiado aq 03 31 3 J 3 | p’ aStuioa aajj axp juxj^^'qsiiSug axp 
ginsop raojj JEJ hiy' JE^xp* mg ‘‘'^pigf ui slsEq pf 68 e xio jpsiaq 
paaE[d pExfpaE{gu3^qndp o|q -jaAps jo jiioaej^ot osjb seAx ppoAX 
apxpx axp JO aopaEJd aip 3 nq ‘anpA jo pjrpirejs aqi se JaAps jo 
inoAEj xn ‘Ajjag *puE ‘sujeh ‘aqaog sr pans ‘sjsjjoatp aqj ps aiaAx 
Aiuo 30^i poodjaAn pjog jo 3 Eqi trcxp axio jajpq e Xipajqnoptm 
SEAX ‘aurq axp jo ttoiuido axp 03 gtnpJoaaE bJnoQ aqj jo aaioqa 
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a sold monometallism'* to silver monometallism because bet 
statesmen believed that ‘ ; 

“it had proved disastrous to the commercial and ind'istnd 
interests of Holland to ha\e a monetary system idenucal w 
that of England, whose financial revulsions, after its adoption 
the gold standard, had been more frequent and more severe ^ 
m any other country, and whose injurious effects were 
Holland scarcely less titan in England. They maintained 
the adoption of the silver standard would prevent England 
disturbing the mternal trade of-Holland by draining^ ^ 
during such revulsions, and would secure immunity from 
w^hich did not originate in and for which Holland was no 
responsible/* t 


But stability was not die ground on which’ eidier the Court 
or Lord Liverpool made their choice of a standard metal to rest. 
If that had been the case, both probably would have selecteo 
silver. As it was, the difference in the choice of the two parncs 
was only superficial. Indeed, the Court differed from Lord 
Liverpool, not because of any ulterior motives, but because they 
were both agreed on a fundamental proposition drat not stabihty 
but popular preference should be the deciding factor in the choice 
of a standard metal. Their differences proceeded logically from 
the agreement. For, on analysing the composition of die cur- 
rency it was found that in England it was largely composed of 
gold and in India it was largely composed of silver. Granting 
their common premise, k is easy to account why gold was selected 
for England by Lord Liverpool and silver for India by the Court. 
Whether the actual composition of the currency is an evidence 
of popular preference cannot, of course, be so dogmadcally 
asserted as was done by the Court and Lord Liverpool. So far as 
England is concerned, the interpretation of Lord Liverpool has 
been questioned by the great economist David Ricardo. In his 
High Price of Bullion, Ricardo wrote:— 


Liverpool, it appears 

proved beyond dispute that gold com has been for near a century 
the pringpal measure of value; but this is, I think, to be atui- 

15S73^J"l'haTuS^7f, bimetallism In 1816 But the legal ratio o: 

tmg medium of Holland ' ^ the chief circula- 


t Report of the Xj, S SSttr Conmtsttatt of iS76, p 
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a gold monometallism* to silver monometallism because her 
statesmen believed that 

"'it had pro\ed disastrous to the commercial and Industnd 
interests o£ Holland to have a monetary system idcntica^ 
that of England, whose financial revulsions, after its adoption o>. 
the gold standard, had been more frequent and more sc\ ere ^ 
in any other country, and whose in)urious effects were tet 
Holland scarcely less than in England, Tliey maintained 2 
the adoption of the siher standard would prevent England 0® 
disturbing the mternal trade of-Holland by draining^ off its monc 
during such revulsions, and would secure immunity from e 
which did not originate in and for which Holland W'as no 
responsible*^’ t 


But stability was not the ground on which eitlter the Court 
or Lord Liverpool made their choice of a standard metal to rest. 
If that had been the case, both probably would have selected 
silver. As it was, the difference in the choice of the two parties 
was only superficial. Indeed, tlie Court differed from Lord 
Liverpool, not because of any ulterior motives, hut because they 
were both agreed on a fundamental proposition tliat not stability 
but popular preference should be tite deciding factor in the choice 
of a standard metal. Their differences proceeded logically from 
the agreement. For, on analysing the composition of the cur- 
rency it was found that in England it was largely composed ol 
gold and in India it was largely composed of silver. Granting 
their common premise, it is easy to account why gold was selected 
for England by Lord Liverpool and silver for India by tlie Court, 
Whether the actual composition of the currency is an evidence 
of popular preference cannot, of course, be so dogmatically 
asserted as was done by the Court and Lord Liverpool. So far a: 
England is concerned, dje interpretation of Lord Liverpool ha: 
been questioned bv the great economist David Ricardo. In hi 
rffg/2 Price of Bullion^ Ricardo wrote: — 


Liverpool, it appear 

p o\ ^ eyond dispute tliat gold coin has been for near a ccnnir 
the pnncipal measure of va^u^; but this xs, I think, to be attri 


b>m=u!l,5m m 1816 But the legal ratio c 

ang medium of Holland^ ' 

f Ue?sr» d/ li- V, s SHitr Commtsaon of 1876, p 6S 
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a gold monometallism’* to silver monometallism because her 
statesmen believed that 

“it had proved disastrous to the coratnercial and industrial 
interests of Holland to have a monetary system identical with 
that of England, whose financial revulsions, after its adoption of /' 
the gold standard, had been more frequent and more scyerc thau 
in any other country, and whose injurious effects were felt in 
Holland scarcely less than in England, Tliey maintained that 
the adoptioii of the silver standard would prevent England from 
disturbing the internal trade of-'Holland by draining off its money 
during such revulsions, and would secure immunity from evils 
which did not originate m and for which Holland was not 
responsible/* t 

But stability was not die ground on which either the Court 
or Lord Liverpool made their choice of a standard metal to rest. 

If that had been the case, both probably would have selected 
silver. As it was, the difference in the choice of the two parties 
was only superficial. Tndeed, the Court differed from Lord 
Liverpool, not because of any ulterior motives, but because they 
were both agreed on a fundamental proposition that not stability 
but popular preference should be the deciding factor m die clioicc 
of a standard metal. Their differences proceeded logically from “ 
the agreement. For, on analysing the composition of the cur- 
rency it was found that in England it was largely composed of 
gold and in India it was largely composed of silver. Granting 
their common premise, it is easy to account why gold was selected 
for England by Lord Liverpool and silver for India by the Court. 
Whether the actual composition of the currency is an evidence 
of popular preference cannot, of course, be so dogmatically 
asserted as was done by the Court and Lord Liverpool. So far as 
England is concerned, the Interpretation of Lord Liverpool has 
been questioned by the great economist David Ricardo. In his 
High Price of Bullion, Ricardo wrote; — 

“For many reasons given by Ijoid Liverpool, it appears 
proved beyond dispute that gold coin has been for near a century 
the prinapil measure of value; but this is, I think, to be attri- 


• In ibcory Holland had adopied bimctalUsm in 1816 But the lc?al ratio of 
IS 873 to 1 had undervalued siUer so much that it had made gold the chief citcula- 
un^ medium o£ Holland 

t Report of the S S:iter Comnutaon of 1S76. p 63 
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“ 1 i . ivtv oC tenure uf,'icrvkt% 

wUy YA-^urer** were in that tarn fikti ibui-id ui gnm. 

.creants S pjfd ijj khd, iht Sure collected tay 

\yf i A f : reSh/The ,nn.v.uur. nude by the Briibb m 

/"rltenue JUid ibcal .>.lvm were of the most sw'ccpui^ 

! ^ Ai territory after territory parsed under ttie wvay of 

nAtfsh rite hr^t step taken was to substitute in place of tuc 
* "*-v! militia of the feudatories a rcttularly conatituted and a weii*^ 
ftTcinllned standing army IcKatcd at different mBttaiy stations, 
oS^'in cash ; in civil employ, in military, the former revenue 
and police officers with Utcir followers, sylio pmd thamches by 
nerquisites and other indirect gains natcivcd in kmd, v.'erc re- 
placed by a host of revenue collectors and magisintits vridi their 
L'ttcnstvc staff, aU paid in current coin. The paynicnis to die 
.armyj police, and other officials were not the only payments 
which the British Government had placed on a money basts. 
Besides tltcsc charges, there were others which were quite un- 
known to the native Governments, such as the '* Home Charges ” 
and “ Interest on Public Debt,” all on a cash bash. The State, 
having undertaken to pay in cash, was compelled to realize all its 
taxes in cash, and as each citizen was bound to pay in cash, he in 
his turn stipulated to receive nothing but casli, so tlutt the entire 
structure of the society imderwcnt a complete transformation. 

Another important change that took place in the economy of 
the Indian people about this time was the enormous increase of 
trade. For a considerable period, the Britisli tariff policy and die 
navigation laws had put a virtual check on the expansion of 
Indian trade. England compelled India to receive her cotton and 
other manufactures at nearly nominal Q.Vz per cent.) duties, while 
at the same time she prohibited the entry of such Indian goods 
as competed with hers within her territories by prohibitory duties 
ranging from 50 to 500 per cent. Not only was no recinrocity 
shown by England to India, but she made a discrimination in 
favour of her colonies in the case of such goods as competed with 
theirs. A great agitation was airried on against tills unfair 
, treatment,^ and finally Sir Robert Peel admitted Indian produce 


* Cf, Debates at the East India Hou'c on Dunes affcs.ting Indian Commerce, aide 
Ajialic fournM and MontMy J?eg»/er far British and Farcin hid t China Aastraitj 
Near Series, Vol XXXVII, lanuary. and Vol X.XXVIII, Ma), IS42) 
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commerce of die East, v^licn a revenue atuounting to intliiom ^ 
per annum was to be remitted to Europe la the manufactures of 
the Fast, then were the effects of^his rc%oiucioii severely fcic in 
every part of India. Deprived of so copious a stream, die nvee 
rapidiy retired from ns banks and ceased to fertilize the adjacent 
fields with overflowing water,” 

y 

The only way open, when the prohibitions were withdrawn to 
obtain precious metals, was to send more goods than tKis amount 
of tribute, so tiiat the balance might bring diem in. This became 
possible when Peel admitted Indian goods to low tariff, and the ^ 
country was for the first time able to draw in a sufficient quantity 
of precious metals to sustain her growing needs. But tiiis ease 
in the supply of precious metals to serve as currency was short- 
lived. The difficulties after 1850, however, were not due to any 
hindrance in the way of India’s obtaining the precious .^metals. 
Far from being hindered, the export and import of precious 
metals was entirely free, and India’s ability to procure them was 
equally great. Neither rvere the difficulties due to any want of 
precious metals ; for, as a matter of fact, the increase in die pre- 
cious metals after 1850 was far from’being small. The difficulty 
was of India’s own making, and was due to her not having based 
her currency on diat precious metal, which it ■was easy to obtain. ‘ 
The Act of 1835 had placed India on an exclusive silver basis. 
But. unfortunately, it so happened that after 1350, though the 
total production of the precious metals had increased, that of silver 
had not kept pace with the needs of the world, a greater part of 
which was then oh a silver basis, so that as a result of her cur- 
tcncy law India found herself in an embarrasing position of an 
expanding tiade with a contracting currency, as is shown on the 
opposite page. 


On the face of it, it seems that there need have been no mone- 
tary stringency. The import of silver was large, and so was the 
coinage of it. Why then should there have been any stringency 
at all ? The answer to this question is not far to seek. If the 
amount of silver coined had been retained in circulation it is 
pssible that die .stringency could not have arisen. India has 
long been notoriously the sink of the precious metals. But in 
interpreting this phenomenon, it is necessary to bear in mind the 
caution given by Mr. Cassels that “ 
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“its silver coinage Kas not only had to satisfy the retjuitemMO 
o£ commerce as the medium ot exchange, but it has to supp^a 
sufficiency o£ maieriai to the sihcrsmith and the jeweller.^ The 
Mint has been piued against the smeldng-pot, and the com pr^ 
duced by so much patience and skill by die one has been rapidly 
reduced into bangles by the other/'’^ 

Now it will be seen £rom the figures given thnt ail the import 
of silver was coined and used up for currency purposes. ^ Very 
iirde or nothing was left over for the industrial and social con- 
sumption of the people. That being the case, it is obvious that 
a large part of the coined silver must have been abstr?icted from 
monetary to non-monetary purposes. The hidden source of this 
monetary stringency thus becomes evident. To men of the time 
It was as clear as daylight chat it was the rate of absorption of 
currency from monetary to nommonctary purposes that was res- 
ponsible as to why (to quote fi-om the same authority) 

’ ‘'nouvithstanding such large importations the demand for money 
has so far exceeded that serious embarrassment has ensued 

and business has almost come to a stand from the scarcity of v 
arculating medium. As fast as rupees have been coined they 
have been taken into the interior and ha\c there disappeared 
from circulation, either in the Indian substitute for stocking-fbot 
or in the smelting-pot into banglcs.^r 

The one way open %vas to have caused such additional im- 
ports of silver as would have sufficed both for the monetary as 
well as the non-monetary needs of the country. But the imports 
of silver were probably already at their highest For, as was 
argued by ]vlr. Cassels, 


the ^ual produenon ot sd^er of the whole world does not 
an unlhou sterhag. During the last few years, therefore, 
India abne has annually tak^, and to a great itent absorbed, 

produced by the whole'world. 
It IS clwr that this cMMt long continue without producing scri' 

*«= E^opean markets will S^utSle 
cxic f^ridcr sudi arcurasunces it is not difficult 


^ oa tor India, dated December 8, 1863 , m ic ^p^r/ of 

ue Bom^^y Chamha^ of Comvurce^ lS63-6-Jr App I, p 1B9 

p 181.^^“'" December 1. 1863 Report, op dt. 
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another, apart from the trouble of computing and ^certaining 
the fluctuations, would have been a source of such embarrassm^t 
that the Government, it must be said, acted wisely in not adoptmg 
it. There was no saving grace in the second project to recom- 
mend its adoption in preference to the first. If it had been 
adopted the result would have been that during the period when a 
rate remained fixed, gold would have been forced into circulation 
supposing that its market value was lower, and at the end of the 
year, i£ it was known that the rate would be revised and the value 
of the coin be reduced in conformity with the fall of gold, a 
general struggle to get rid of the overrated gold coin and shift 
the inevitable loss to the shoulders of others would have certainly 
ensued. The third was a somewhat strange proposal. It is possi- , 
ble with a low-priced metal to strike coins of less than full value 
for the purposes of small payments and limit their tender. But , 
this is not possible with a high-priced metal, the raison d’etre of 
which is to facilitate large transactions. The objections to the 
plan could hardly be concealed. So long as gold was under- 
valued, it would not circulate at all. But once it became over- 
valued owing to changes in the market ratio, the rupee would go 
out of circulation, and shopkeepers and traders would remain 
possessed of a coin which would be of no use in liquidating large 
transactions. 


The only project free from these faults was the adoption of* 
a gold standard, widt silver as a subsidiary currency. The 
strongest argument, the Government could advance against this 
demand was that in a country where all obligations have been 
contacted to be paid in silver, to make a law by which they could 
forcMy be paid in anytliing else would simply be to defraud the 
cremtor for the advantage of the debtor, and to break public 
taitn. However sound the argument might have been, it was 
nopelcssly inadequate to meet the growing demand to place the 
“ expanding basis. Indeed, it cannot be said ^ 
foat the Government was really serious in its opposition to a gold 

on ^ ¥^"Sth of its position, it relied not so much 

Svirv rr. t? against gold, but on its dis- 

a gold currency existed at hand. 

. p. 26 . " ' "" —— * 
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paper currenc}^;> gave perfect confidence and answered all the 
wants of the trade and of the cotnmunity, and die enactment 
would remain a dead letter and be perfectly harmless. « 

But there is no doubt that Ivir, Laing looked upon it as an 
easy means of making a transition to the gold standard. In his ^ 
Minute on Currency and Banking, dated May 7, 1862, he wrote : , 
*The object of tliis proMso was simply to leave the door open 
for cautious aad tentative experiments with regard to the future 
use of gold. Tile importation of gold already exists and Is 
increasing, and tiie metal is much appreciated by the native 
population as generally to command a premium Thus, 

after a time, if the use of gold becomes more general, and its 
value more ^ed, some further step might be taken/* 

And such seems to have been the impression of the Secretary of 
State at the time, for he vmdrstood the force of the recommenda- 
tion in favour of issuing notes against gold was that it would 
“effectively contribute to the introduction of a gold currency in - 
India/ 

But whether conceived as a relief to the mercantile com- 
munity or as an avenue for introducing a gold 'currency the 
proviso was not put into effect. The Secretary of State objected! 
to any action being taken with regard thereto. In the meantime 
the paper currency did nor prove the panacea, it was avowed to be. 
The extent it reached and the economy it effected were compara- 
tively insignificant. 
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• Sources sainc us those used in the case of Tabic IV. 
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because he felt satisfied that the rate of Rs. 10 to ^ 

derrated the sovereign too much to permit its circulation, nc j 

he was on solid ground. The cost of . 

a Mint in India was estimated* at the time to be Rs. 104-«, wi^ 
the cost of importing it to Calcutta from England \v:p estimat 
at Rs. 10-4-10, and from Australia at Rs. 10-2-9. Whichever w 
the proper rate, it was certain that sovereigns could not circuiai 
at the rate of Rs. 10 to 1. It was a pity that Sir Charlw Trevelyafl 
did not propose a higher ratiot so as to make the circulation ox t 
sovereign an assured event. But the Secretary of State \vo 
have been averse to die measure Just the same, even if the ratio ha 
been favourable to the sovereign. To the Secreta^ of State, tne 
measure, based as it was on an unfavourable ratio, was useless- 
But if based on a favourable ratio it was none the less pernicious, 
for, it portended the possibility of what he considered as Ac most 
vicious system of double standard, however temporary it migw 
have been. The mere contingency of giving rise to a bimetallic 
system was enough to frighten Ae Secretary of State mt® opposi; 
tion to the whole measure, for he refosed to admit Aat “it 
be for Ae public advantage to pass, through a period of doubk 
standard in order to change Ae basis of Ae currency from sAci 
to gold.” 

The only concession that Ae Secretary of State was willinS 
to make was to permit “that gold coin should be received in® 
public treasuries at a rate to be fixed by Government and publidj 
amiounced by Proclamation” wiAout making it a general lega^ 
tender in India. It will be recalled that Ais was a revival of A^l 
foolish measure which was abandoned in 1852 for having 
barrassed Ae Government. To offer to receive coin which 
-V P^y hack is to court trouble, and it was to obviate Ae toO" 

- -mown danger inherent in Ae project Aat Ais more co»- 

'* Sir C E Trevelyan, da«^ 

May 28. 1864 V.Jr Papers, etc . on Gold, p 265 

he pttEered the rauo of 10 to 1 tvas that that was the prc«W 
, • T j arsumeat was that ‘‘the sovereign must be rated 

silver ■•'prS.T 

'' "the eiistme^In.! “'‘"‘■ling to overrate the sovereign because of hu 
'4 7«a“ ^=‘P‘dty revolutiomzed and «ed>t^ 

v.i. ’X'" “• 

42 



8981 JO 8 H njnjsu O 3 ° -jj ‘uomiimuco stp 30 iJoda>i stjj lOjj I 
,, Z6S m aonco^o^i japun 'aisp stun aqi 30 a;/aipr| iuj)/.» 4 j 

«o^ aqj m 'ppgj «£ Areaiqa^ paicp ‘jnauniEdaa ITOucm^ atp m uonniosag 4 

■£9SI 30 61 njtuaa O P H 'Mp“l 

Joj ianaxmo pjorj no piagnrejv: uicjip.^v -"S M ’jno’W =qj oj v xipaaddy -33 , 

SuiMo 4 uip ^uoisnpaoD aip oj stoEO uorssiaitao^ 3 ip ‘uopBgqssAxn 
SAtjsriBipca tiB J33JV jo 3 Eifi 03 uopippE in ‘cipiij ojur 

p[o 2 JO Japiraj pSsj sip jo uoiionpojnn aip jo ‘Xo'uaTpdxs no 
paSBq SB ‘sgE^UBApB 3tp Sq AbUI 3 BqMj^ 03 SB 3Jod3J 03 puB ./jpgj 

J° XIX 53V -laputi p3qsijqB3S3 333A\ qDiqM s3U3ui3§ubj3b ADtiajjnD 

Supsfxa 3 ip JO uopBJ3do„ sip 0311 T annbm 03 p33inoddE siojajsip 
sBAfi tioissrtmnoD y ^/jadBd ‘03 uopippB in jo ‘jo noTSsasjadns 
UI ppS 33np0J3UT 03 OpBOI St jnOAB3pU3 IIB 3J0J3q ‘AxiimOO 3q3 JO 
S 3 iqBq 3 tp 03 3 ]:qB 3 ins pUE S 3 irBM 3 ip 03 33 Enb 3 pB tampain SinjEpo 
-JT3 E 3A0Jd 03 Apjpl 30 U SI pUB pSAOld 3011 SBq isdsd 3Bip UMOqs 
oq 3 snin Apuanbasuoo pire ,/sp33n3 snoioajd oip jo jsipp 
UBq3 tanipata gupEpono sjqEjdaDDB piiE 3Xi3ra3AxroD aiora b aAoid 
ppoM 3t 3Bq3 uopB333dx3 3tp UI ‘paonpoxjui U33q SBq Aousimo 

jadEd E pjog E JO pB33Sm„ 3Btp jPIOq ^PUJ JO 3tI3IIlU33AO£> 3q3 
JO tnaisAs AjE 33 uoni sip 0301 pjog gotonpoinn jo 
Aouaipadxa sip 03 se„ Airnbiq jo uoissiimiioQ e jo uopmpsin sqi 
uo p 33 stsin jaqtuEqQ 3 ip axup siqx 'SApaapa ppS jo uopEjnaqa 
aip aqBin 03 sdajs aqE 3 03 aajaunnoQ jo jaqtOBqQ pSuag aip Aq 
9981 5n paAora uregB seaa Eipuj jo inaunwaAOQ aip ptre ‘jsAa sb 
33noE SB aq 03 pamipuoa ‘pireq jaipo aip tro ‘uopEiup Aouajino 
aqX- ‘aApEJadom ajojaiaxp seaa uopEoppou aip puE ^‘uSiaiaAos 
aip 03 01 'S'a aAoqB anpAvaiuos sem ‘JOAOMoq ‘JtEd jeoi aqx 

^/^ti 3 uniJ 3 AO 0 ^tp asmtSc stm^jD jo 2uswAvd nj xu^tp 
0AtDD3J 03 SuiplAi UOSJOd AWS 03 SOIUJ 3UIX3S Otp 3tJ pil^d 3q 
3n3uniJ3A0f) XuB an oiqtjiBATi J3A0ti3qA\ *({cqs suSpjaAOS-jjuq pnc 
xpns ^tvp. pUB fXpApD3ds3J 5 pti? 01 P 3 II 0 ]BATnb 3 
'Dtp 'atiDuiTMDAOQ 03 Dtip stxim JO 4 tiDUiiC^d tit sDpuDpasdap 
S3T pUB Bipoi P SDIJnSBDJX pSAlDODJ Dq DOpOtl 

jDipjnj {pun ii^qs *3qSpA4. ^nDimo jo ri|uj3sny JO ptitJiSug m qtitpj 

pAO'g pD2TJ0tpUB XtlB pDUIOO StI§I3JDAOS-JICq pUT? SUHpJDAOS,, 

3 Brp p 3 tiiTBpojd i|DTqAi %g2l xn xiop 

}tiDraujf3AO£) b p^nsst ptiB P Ajbpjo^s 

-S^SSnS 9 Tp p SDApStaOXp pBAB pDlTOSUOD ^AV3U JI9tp 05 Sutp 

iip^BlipsqO XrBq5 I3q?BI ^Bjpuj JO aU^UIUJQAOQ 3Xp 5Bq5 5B5J§ OS 

SBAV Aoti^Smjjs AouDuno oxp 5 ng ‘pasodoid sbav omsBoia 055|d 

I 

pjDpuDis J9///S D OJ pjopuDis s/qnoQ D lUOJJ 
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.h. oaoer currency had failed to establish iudf 
to several caus^tfaP gold was 

among place in the transactions of the people. The 

finding a urging upon the Government to cause a 

Commission enu^ ^ currency arrangements ot 

r l5ovV i? was The turn of the Government to give eff^ 
rommendation. But, curiously enough, it did not go_ 
of adopting the recommendation of the Commissioa , 
it- had itself appointed. Instead of making gold leg" 
as advised by the Commission, the only action Ae Govern_ 
r mok was to issue another Notification on October 28, 18 
Vh simply altered the rate of the sovereign to Rs. 10-8, without 
'Hnff anydiing further to avoid the evil consequence attendant' 
^oon that one-sided measure. Fortunately for the Government 
even this correction of the rate did not induce any flow of gow 
^to the circulation of the country. The currency troubles hao 
bv then subsided, and as no new pressure was exerted upon the 
Covernment, this proved the last of two abortive attempts the 
Government made to introduce gold into India. / 

For the time being, the problem was solved by the natural 
course of events. But, as subsequent events showed, the chan? 
to a gold standard would have been better for India* and wouio 
have been welcomedt in the interests of Europe, which was thtu 
iuffering from high prices due to the superfluity of gold. At this 
particular iuncture, the Government of India was really at the 
crossing of ways, and could have averted the misfortunes that 
were to befall it and its people if it had sided with the forces of 
change and replaced the silver standard by a gold standard, us 
it could most easily have done. That those in charge of Indiat 
affairs should have thrown the weight of their authority agains 
me change was no dishonest act deserving of-reproach,t but i 
does rarnkh one more illustration of those disastrous human way: 
which often lead people to regard the situation in which the, 

m M-n. ZTT “troducuon of a gold standara 

(UnL’, lS73!re.^88™S objccdons. Cf Ks Essays ,n PoUucal Econom 

f C£ J R McCulloch, Dictionary of Commerce, Ed 1869, p 1131. 
bv retained th= slKcr standard because they profit 

by non their rennrtances. C£ rntcrnational Monetary ConferenJ, imh 31 
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•see ^ ‘XI '(.'d'D'Ts oiD! 

psjEtADjqqc) fSatpwo(^ psuno^ anttvpiSs^ smajdn^ spr^ Ipg aurj^f puc oficmoQ 
oqa fiuiDnpoiatn *0Z8I ‘9 uoqdsag uojq aip jo q^sads aip jo | 

OAnnaaxg aqi }o uonwastp aqa oa aaaa^ur aqa aAtaj oa paiiapjd 
qarqAi ^aajapmuo^ aaapS aqa ^q paddojp spujAuaap ajsAv Xaqa acip aAaoqs saatra 
-jaijTpOT p aaaSap aqa sbm qons ang qZSI ‘£2 ‘A 

•JO saTJn?rajrjL aqqng an suSpiaAOs aAtaaai 04 anauiujaAoo aqj gtngadmoa ‘gpgx 
uoptaqiaou aqa SupCpoqina sasntp pauitauoD jpg aSemoo puu axnjq |«m3uo aqx « 


•tcratp joj 3J03S tn sba\ jct^aa apiyj Ajsa a\ 3U?{ ‘uoijsant: 
AoiiajjnD UBipuj sip jo avsia ^^pDtpunt^, x ireip ajooi 3 >{bj oi 
uodn pajpD jou aasAA Astp ^Bxp jpres uatp oxyA\ 'ssotj} |SB|y 

^•ppS JO sm^xirapi 

Aub Aq psqynsim puE ajnd antnjuoD oj gggy jo piBpirejs JOAps sq; 
AAopB oj 'traddBq 03 Apqij sba\ .to pauaddeq pBq Smqiou qSnoq 

SB ‘3U33UOD 3J3A\ Aaqj ^p33BpI[OSUOO pUB p3STA3J oq 03 StHBD hVZT 

3 inp\[ 3q3 u3qA\ ‘oA8I ^ uoi 3 Bn 3 i[s Aouojjno 3q3 3 noqB psj Aoq 
pip 9 jno 3 S og ‘snoriBosid 3 sora st 31 uaqAA 3sn( ‘sinoas 3 som se oat 
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CHAPTER n 


the selver standard and the 
dislocation oe its parity 


;c rlear how the evolutionary process with respect to 
currency culminated in the establishment of a s v 
and how the agitation for a gold currency ended m 

being su W^ted by a paper currency Before 
^^^l^eeding to inquire into the working of such a mixed system, 
wSd be useful to review brieHy the nature of its framework. 
The metallic part of it was regulated by Act XXIII of 1870. 
q^e coins authorized and legalized thereunder were as shown oo 

p.47. , 

The Act made no innovations either in regard to tlie numD^^ 
of coins issued by the Mints or their legal-tender powers. Iden- ' 
'tical though it was with the earlier enactments in the matter or 
coins,"^ its juridical provisions were designed to perfect the mone- 
tary law of the country as had never been done before. 
former Acts which it repealed were very sparing im their recogni* 
tion of the principle of mint “remedy” or “toleration,” as it *5 
called. The point has been largely deemed to be one of mere nun^ 
technique. That is so; but it is not without its monetary signifit- 
ance. "When the precious metals were current by weight the 
question of a mint toleration could not possibly have arisen, fo^ 


^ This may be seen from the following: — 

c Corns, (i), (u)» and (ui) were authorized b> Section \TI o£ Act XVIf 

of Only (i\) was an addition made by this Consolidating Act of 1870, 

t CcxW, (s), (n), and (ui) were authorized by Section 1 of Act 

or 1*^5, This Act had also authorized the issue of a silver com called ‘‘Double 
but iHs was discontinued by Section 11 of Act XHI of 1862 whiJj substitutca 
m Its place the silver com No iv. 

aulhonzed by Section t ot 

ot winch, however, restricted their circulation to the Presidency of Bcflga 
T^cv w^c afterwards univcrsahzcd for the whole of India by Act XXII of 1844. CO) 
»o, (lu) was first introduced b> Sccuon U of Act XI of 1S54. 
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it was op^ to eve^ 

Imcy cam^to b; by tale, every .^e has 

coatained the value they were ccttifi agreement ' 

"STof the cein cannot, however, always b' “ a„d 

its certified vJue. Such drflerenc. - “/“jaW 

even with all the improvements m the Mt ot com g 
d^cult to avoid them. What matters ts ^ 
tio0 from the true mmt standard. The ^at coins shall 

tries, dierefore, contam provisions vvl . 

not be legal tender at their certified value if they err^^^ 

legal standard beyond. a certam maxg . toleration is ■ 

legal tender without prescnbmg a l^it to th 
open a way to fraud, hi so far as the Act ^ do^ 
toleration to tlie corns it authoraed to be tr 

it was a salutary measure. It is to be regretted, how^ 
the Act instimted no machinery with which to 
coinage conformed to die law."* Another ttnp of 

ment made by the Act was the recognition of the pim^pl 
' free coinage. The principle, though it has ]n that 

attention it dcserv^es, is the very basis of a sound curr“ y 

it has an important bearing on the cardmal questio o 

quantity of currency necessary for 'the transacUoiis , ^jjj 5 

munity. Two ways may be said to be open by 
quantity can be regulated. One way is to close . 

and to leave it to die discretion of the Government to maB y 
the currency to siht die needs. The other is to keep t e ^ 
open and to leave it to die self-interest of individuals 
the amount of currency they require. In die absence of ^ . 

tests to guide the exercise of discretion necessary in the ^ 
closed Mints, the principle of open Mints has been agreed np 

* This machtnery vs prowded in England by what is known as ^ Rcnn^ 

Vot a history of dns vnsUtuiion and the way it functions, "tx. H* o * ^ th 
20S of 18S6. During the tirac of the East India Company the mamtcn^« 
standard putit/ of the Indian coins always formed a most anxious pancern. o 
of Duectors The coins of Indian mintage were regularly required to he p 

to Eng^d, v.nerc they tested at a special Trial of the Vyx and 
ported back foe the future guidance of tlie Mint hlastcrs in India. Cf. ’ UrU 

1*1 of lSn9. Since the Vi^indmff-no of the Comoanv 


portco oacK xoc tne tuturo guvoance ot me Mint masters in inoia. a*; 

1*1 of lSn9. Since the winding*up of the Company there is no machinery 
the hUnt Masters to book. 


brh 
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pjrFpuEis 3^ 0) JOijrpjuj sx 
cfij^nojq xixoo pu^ troi[jnq 


xjojifM puc ‘aSButOD joj oip 

J^9A{is puu pjoS nv '£Z ticpoag 


0% 


oqj ojin adp 03 j joj :3y 3 uirs oqa 03 sb os 

ufop puB uoijfncj i|Dns Svtmno zo Suppm joj psiAai osp jpqs 
mco pun uoqpq j 5 a|is uo ^jjim j^d ouo jo pUB ^uiod pUB uonjnq 
PJ05 uo ojpur jDd qunoj-ouc» jo oSirqo y 


*j033rjdojd sqi 03 opuai oq 03 ujnisj oqa raojj 
qons JO ODnpojd oqa uo ‘aaoo zod ^ jq ojcj oqa 312 imp b 03 aosf 
Hijns oq prqs 'sojru^auijAf pres oqa q3TA\ oouBpjoooE xzi *4Uija{ oqa 03 
^Snxnoo JOJ aqSnojq uioo jo uojqnq jpajts jjy * uonaog,, 


•s;?jiu-3in]^ pres 

oq 3 XJ3JAV ootrepjoooB uj 3Ui}/{ oq3 03 oSbuiod joj qqSnojq uioo ppS 
]{B uo puB uoqjnq pjo 3 \\n ^0 ODnpoid oqp uo qu]p\[ oip qc uuod jod 
^dni ouo JO 03B3 oqq qu poiAO] oq ]pq^s iqup y *03 

'SB[03 puBsnoip ouo UBqi ^jpajis jo osvo 
oqq ui *pUB ^^tqoq iqjg ucqq ^p{o2 jo osbd ut *ss3| qou sj uosjod ouo 
iq 3Uin ouo 3B jqSnoq os i^autnb aqq jcqi osp pspiAOjj^^ 

roScuioo joj qy oq uroo^puB uoiynq ipm qrqq popiAOJ^j^^ 

:qu;p{ otp oq qqSnojq tnoo puB 
uotytiq J3A]is puB p|0§ jp OAjoooq ipqs joqSBj/^ quijAj oqq ^oojoj ut 
§upq omp sqq joj sojnJ-quTjAj oqq 03 qoofqng -5][ uopoog,/ 


— :pojinbDJ •o|qB:^q$xm 

-un 3 JE jUTod Slip uo pv P suoisrAwd sijx ’luspAs imru 
trado 3 t [3 30 3 DU 3 SS 3 S'qj 30 St tJDUJAV UOqtpUOD E-— Ultq 03 P 33 U 3 S 
- 3 jd P 33 UI aip IP U 103 03 i 33 SEIAf aUlJ^^ 0 Tj [3 JO UOpESpqO 3^3 03 SE 
pjOAV E p 3 tnE 3 UOD S 33 V J 3 tpE 3 3 ip JO 3 U 0 U ‘tUaaS AeUI 31 SE 3 SUEJ 3 S 
png •J 3 pu 33 1 b 33 | sem 3 U 0 |b j 333 Ej 3 tp qSnoip|E P 3 A|IS pUE p {03 
tpoq 30 sHeotod 333 } 3 tp 03 U 3 do 3 J 3 A\ Asip 33 BJ JO J 333 Eur E sy 
• 33 Ep 3 Bq 3 3 J 0 j 3 q pssop 3 J 3 AV S 3 uip 5 ; 3 q 3 3 Bip pssoddns sq 03 30 U» 
St 3 } ‘ 3 UII^ U 3 do JO sidpuud 31(3 pssmgoDai Aps 3 Jds :3 0A8T P 
3q3 3snB33g 'AousjjnD jo 3 soq 3 uBq 3 J 3 tpo sssodand joj A3tpoxn 

-UIOD J 3 tpO AuB SB pspddB pUB ‘UAVBjpq 3 IAV St UI 03 3 ip JO UOpJod 
B ‘SS 3 J 3Jinb3J 03 SE qons si 3 pBJ 3 30 33 B 3 S 3 tp ‘AjeJ 3 U 03 3 ip UO ‘jT 
Jssodind siq3 joj p3idBD S3t jo AjpuBnb jsSjbj b ^jsAtp 03 A3iunnj 
-UIOD 3 ip JO 3 S 3 J 33 tif 3 ip JOJ SI 31 ‘uintpsiu SutJBjnOJtO JO 3UnoUIB 
sSjBJ B 3 Jtnb 3 J 33 J 3 UIta 0 D JO spUEni 3 p guiSB 3 J 3 in 3 q 3 31 •p 33 B|n 23 J 

ApB3J3Btuo3nE SI AjpuBnb sip ‘sjuij^ tisdo jspim 3 SE 3 sip 3 q 
p]noA\ SB 'uoipnq 03UI uiod 3 J 3 AUOd pire uoqpiq joj uiod uiBjqo 
TIED pnpIAipUl Aj3A3 U 3 qX\ ’SUBld 0A\3 3 q 3 JO joijsdns 3 ip SB 


X2/J0g S?/JO UO/JDOO/S/Q sqj pUD pJopuD3$ JdA/ls Sl/I 
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b, .hu wbij. fro;; “S“ 

cause, is uu&t for coinage, shau, m charge on 

I ci.- 

General in Council prescribes m this behalf. 

“Section 24. The Mint Master, on the dehve^ the 

shver bulUon or coin into the ^t for ^rdficatc &om 

rC o, 

payable at the General Treasury. 

‘ ‘ epction 25 For all gold bullion and coin, in respect 
which rif hJ 8,c«d a ccmficaic, 

be made, as nearly as may be, in gold coins coined under th 
or Act No. XVII of 1835; and the balance (if any) due to 
proprietor shall be paid in silver, or in silver and copper, co , 
in British India ” 


In the matter of paper currency the Government, it is to b 
noted, did not proceed upon the prmciple of freedom ot issu , 
which then obtained in the country. There prevails the err 
neous view that before the introduction of the Government pap . 
currency the right of note issue was confined to the three Pr«)' 
dency banks of India. As a matter of fact there e.xisted m India 
what is called the free banking system, in which every bank was 
at liberty to issue its notes. It is true that notes of the Presidency 
banks enjoyed a status slightly superior to that enjoyed by die 
notes of odieiN banks in that they were received by the Govern- 
ment to some extent in payment of revenue* — a privilege fo> 
which the Presidency banks had to submit to a stringent legisla 
tivc control on their business,! from which other banks whose 

• CL F. C, Harrison, Economic fournaly 1891, Vol. I, p, 726. 
t The reasons for such control arc to be found in the peculiar relationship 
iubsiied between the Go\ernmcnt and the Presidency banks. Prior to 1862, as a 
guard against their insolvency, the Presidency Bank Charters restricted the kind of 
business in which they were to engage themselves. Put very briefly, the principal 
restrictions imposed prohibited the banks from conducting foreign-exchange busincsSt 
from, borrowing or receiving deposits payable out of India, and from lending * 
longer period than six months, or upon mortgage, or on the security of immovabk 
property, or upon promissory notes bearing less than two independent names, or upon 
goods unless the goods or title to ^ them were deposited with the banks as security' 
The Government held shares in the. banks and appomted a part of the Directorate. 

1862, when the right of note Issue was vrithdrawn, these tututory limitadon* ou the 
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U0tiPitt7Jt9 tupjUns /o Ptavjy 

Ml siunoTpy 

— "2utA\0||OJ 

5cp urojj itwpfAo s{ 'snmorjDTj 3 tn>jin 3 jwqi tattp sca\ s'sjntq Xoijrapissj^ 

wjqi 5qx JO sinou }0 trontjnojp otp ux inp p5ioo iq ‘WAPWOq 'ppiotjs ij ^ 


•crpuj m T;oucjst23| fiotqacq jo ^urajqoid 
jorwodUJi oq7 p 9tjo it squtq ^sstp p |OJnrb:> cqX Xq pjou SmXxnrd 

-^uiowr 3tp pm? *i\, *9xntyi sojnujj^ uoqtjpuuoa nq? in rDV 

sptntdaKj;^ ntipu| pq? p niO|SHOid pqi oj p|qto3iur sprui w ^oqa st ouj 1» in adpoxp 
•n^ntqM jojjuco PApPJsiSij Xuc luojj punmun /pnaup u?^q PMrq xqircq Xotn)p|pJci 
imp jPtpo rqmr^ 'ctpttj p |rj»duij pqi own squtsq Xouppissi^ pajq)' Pip 

painntlTjtujr qDtqAv *0^61 5^ IIATX poatjodioouj uppq 0 A«tj suonnixin| ssaqj p 

omos aqi in s^mp sw p 2u]sotJsip puc *sjopojip prp^jo juiodde 03 Smstss 

*3tr3Ui3Srarm oqj or iJCJiwjrsjjsjm 3?:>iTp -ffmaopuirqu *^3\:Jttoq ^au^iaui^AOo ‘j^y s^urg 
^inpimg 3q3 Kq ta p^sodmpj oisa\ powd jstpw 5tp jq siropoin^oj pjo iqi pt 

dCpwu ‘Aiwqq jT3qx po^nqc mro oiircfs lit ;2mAcif squcq oqi *tng •p^Scrcq^nn pouicaroj 
|Oiiqoo JO j^Aiod lusumiOAOry oqi qSno’qi <p;ix^pjr XptwiS w\\ squcq otp jo 5$3cnsnq 


j3A]is lUpjjnD m (x) :jo3j3ip aunotcre aip joj aSireipxa in sDjotJ 
30 snssi 5IJJ o? |MT3j jtq pDuguo3 se/A Xinp s.^uaimJE&Q; sqx 

•Ayfssixn: 

oijppin 30 j3Mi:ui stp ui’pcq jajscpj juijaj stp urqj Aoiisjjn: 
jpdEcI 30 j3OTEti sqi tn nopsjosip sjora ou pEq Adusjjh^ jadc^ 
30 3U3iii}jtd3Q sqx 'ApupjW jadtd 3qj 30 uopujnBsi axjj u 
llWraaiEdaQ 3U3tQtU3AO£) %3tp 01 3331 irOp333Stp Aire SCM JSippi 
‘AotraijnD oqpjam 03 p3B§33 tjxjAv 3 sb 3 oxp sca\ se Aouoijno 33dt*d 30 
Axpirenb sip Suiimn^sjsp m ircd sioes sip A^pT 03 psAiojp 3011 
st;A\ 3S3J33in 33BAijd 31 3 ng; •Asusun^ J3dr.(j 30 3irsm33Ed3(j 3^3 
p3jp;3 3U3ta3JEd3{][ 3a3imi33Aoc) e 30 3U3tnsSEueca 3ip«3 pD:snJ 3 ii 3 
Bipui 30 3IoqAX_3ip^g3 3nsst jEiropBir v. p3qsi[qE3S3 scav 333ip 
uoqAA 3 ' 398 X mwJTBM^ua^cTsEAV pxic AouspiS 

-3jg sip Aq ir3A3 3011 ‘sjcss sSjej Aisa Aire tio s3fircq si^ 30 Aire Aq 
p 3 SpJ 3 X 3 U3Dq SAEq 03 tUSSS 30 U S 30 p SUSST 36 OIOpSSJJ Slip ‘JSAS 
-AvoH ‘AiEf Aq rasip 03 usdo 3331 seaI qsiqM snssi 30 aqSu sip in 
SinSpipuT 111033 sqireq jsq3o sSEJnoDsip 03 3ii3pgjns 30U sbaa sSb 3 
-ireApESTp snp 309 ‘simiiiiiii sjsa\ psSpTAiJd os 3011 sxsai ssnssi 

Xj/JDd S7! JO U0;3DS0/S/(J 0^3 pUD pJDpUDiS 
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coin of the Government of India; (2) in standard silver bullion or 
foreign silver coin computed according to standard at rate of 
979 rupees per 1,000 tolas of standard silver fit for coinage; (3) 
m other notes of the Government of India, payable to bearer QP 
demand of otlier amounts issued within the same circle; and 
(4) in gold coin of the Government of India, or for foreign gold 
coin or bullion, computed at such ratio and according to such 
'rules and conditions as may be fixed by the Governor-General, 
provided that the notes issued against gold did not exceed one- 
fourth of the total amount of issues , represented by coin and 
bullion. The whole of this amount was required by law to be 
retained as a reserve for the payment of notes issued with the 
exception of a fixed amount which was invested in Government 
securities, the mtcrest thereon being the only source of profit to 
the Government. The limit to the sum to be so invested was 
governed “by the lowest amount to be estimated to which, 
according to all reasonable experience, the paper currency might 
be expected to fall,”* Estimating on this basis, the limit to the 
investment portion was fixed at 4 crores in 1861, f at 6 crores in 
1871,1 and at 8 croies in 1890.§ But notwithstanding the grow- 
ing increase in the investment portion, never was the fiduciary 
issue based thereon so greatlt as to abrogate the essential prin- 
ciple of the Indian Paper Currency Law, the object of which was 
to so regulate the volume of paper currency that it should always 
preserve its value by contracting and expanding in the same man- 
ner and to the same extent as its metallic coimterpart. 

• c£. Sir Ridurd Temple’$ speech introducing the Paper Cu'rency Bill, dated 
h'arcH 25. 1570. Siifrent U^uLi.xt Cohkcj/ rrccee^/nj/.VoI. EC, pp 151-52. ‘ 

t Act XIX, Sec. X J Act HI, Sec. 16. ^Act XV, Sec. I. 

^ toPo.ving tao.c tbows me distrioution of the paper currency reserve at 
tbscc perbdei 












ss^msnq oq4 put onsst '50 swmsnq -aip uoi^bjccIss' 3 } 3 |duioD ^o 5 jt«puuci , 

pi »3 »sruiojdiuo 3 oj imij-oj psujws 31 'Dsncosq ^usuiDjJu^jjr 3 ip psqqsip ionP] ^pq.w 
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notes as currency, might use them as remittance on difi^ent 
centres to avoid internal exchange, and the Government be obbged 
to move funds between different centres to and fro, lest it should 
have to suspend cash payments. To undertake resource opera- 
tions on such a vast scale between such distant centres when faci- 
lities for quick transport were so few, was obviously impossible,* 
and the Government therefore decided to curtail the encashment 
facilities of notes it issued. For the purposes of die paper cur- 
rency, the Government divided the country into a number of 
circles of issue, and each currency circle was further subdivided 
into sub-circIeSjt and the notes issued bore on their face the name 
of the circle or sub-circle from which they origmated. Notes 
issued from any agency of issue situated in the territory comprised 
within a circle of issue were not legal tender in the territory of 
any other currency circle, nor were they encashable outside their 
own circle. Nay more, the notes issued from sub-circles subject 
to the same chief circle were legal tender in one another’s terri- 
tory, but were not encashable except at their office of issue or at 
the issue office of their chief circle. The sub-circle notes could 
thus be cashed at two places, but the notes of the issue office of 
the chief circle, though legal tender in the entire territory 
covered by it, were encashable nowhere except at its own counter, 
not even at any of its own sub-circles.r This want of universal 
encashabillty, .though it saved the Government from the possi- 
bility of embarrassment, proved so great a hindrance to the popu- 


banklng. Neither o£ the two, however, grasped the hec that the profit on remit- 
mccs on duicrcnt centres owing to the prcralcncc of internal cichange vras so 
mar tlio commmion allowed to the banks was an msuiScicnt inducement to cause them 
to promote the circulatioii of notes by providing fadiidcs at their branchca for the 
mec ^cashment of them. So high was the internal cicliange» and so reluctant seemed 
the banks to popularize the notes, that Government findly dischraged them from 
being their agents for paper currency from January 2, IS66, Se:r House ol Comroont 
Return, East Indian (Paper Money) 215 of 1862. 

* Cf. the speech of the Hon. htr. Laing on the Paper Currency Bill dated 
Fcbmary 16, 1861. Vol. VIT, pp. 73-74 

^ Each tub-dtcle had within it a number of agcndcs of issue; but the agencies 
Wicie centres not of encashment but only of _ 

J For the inccnvcnicnccs of the “circle’^ 'system and the various measures coa- 
teroputed fay Government to faciTitatc the ' encashment of notes, see lUport of the 
Chamber oj ComfTjrrre jer 1868-69, Ap^dii, pp. 309-16. 
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legal-tender power,"' And as tlte Government chose to have 
legal-tender notes, the Legislature in its turn insisted on their 
bemg o£ higher denomination. At first it adhered to notes o£ 
Rs, 20 as the lowest denomination, though it later on yielded to 
bring it down to 10, which was tlie lowest limit it could tolerate 
in 1861- Not till ten years after that, did the Legislature consent 
to the issue of Rs. 5 notes, and that, too, only when the Govern- 
ment had promised to give extra legal facilities for their .encash- 
ment.! On the whole, the desire of the Indian Legislature was 
to make the Indian currency safer, rather than economical, and 
such it undoubtedly was. 

How did the currency system thus constituted work.? Stabi- 
lity of value is one of the prime requisites of a good currency 
system. But if we Judge the Indian currency from this point bf 
view, v/e find that there existed such variations in its value that it 
is difficult to escape the conclusion that the system was a failure. 

Taking the rate of discount as an evidence of the adequacy 
of currenci' for internal commerce, it was the opinion of such 
a high financial authority as Mr. Van Den Berg that the un- 
expected contortions and sudden transitions in the Indian money 
market were unparalleled in the annals of any other money mar- 
ket in any other part of the world.! India is pre-eminently 'a 
country subject to seasonal swings.! Mid-summer is naturally a 
period of diminished activity, while autumn brings renewed 
vigour in all activities of social and economic life. Not produc- 
tion alone is affected by seasons. On the side of consumption, 
Indian social life is also subject to seasonal variations. There are 
marriage season, holiday seasons and holy seasons. Even dis- 
tribution has assumed in India quite a seasonal character. The 
practice of paying rents, wages, dividends, and settling accounts 
at stated intervals has been gaining ground as a result of 


iht spccdi o£ the Hon. Mr, Scone, September 22, 1S80, S L C P ^ Voh 


• Ct 
.p. U5I, 

^ For sjch extra facilities, and mcasurct adopted to r'attnalize them, cf tlx 

mtercidns or ^ Hon, Sir' Richard Temple on the Ihiper Currency EiU dated 

January lo, JS7I, 5 I, C F , Vol X, pn 22-25 

t T/l? UerV/ (tnJ pjpet Currency of British IrJtj, Batavw, ISSd, p. 3, 

5 It $houM fce noted that the slack and the btuy seasons arc not umforndy dn- 
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order that money may be had at a tmiform price, its supply 
should be regulated according to the variations in the demand for 
it. It is well to recognize that the demand for money is never 
fixed. But it will avail nothing until it is realized that the 
changes in the demand for money which take place from year to 
year with the growth of population, trade, etc., belong" essentially 
to a different category from tire fluctuations in the demand for 
money which occur within the course of a year owing to seasonal 
influences. In any well-regulated currency it is necessary to dis- 
tinguish these two categories of changes in monetary demand, &e 
one requiring steadiness and errpansibility and the other elasdcity. 
On a comparative view it seems more than plausible that a 
metallic money is as especially adapted to furnish this element of 
steadiness and stability as paper money is to, furnish that of elasti- 
city. Indeed, so appropriate seem to be their respective functions 
that it has been insisted tliat in an ideal system, these two forms 
of money cannot interchange their functions without making the 
currency burdensome or dangerous. The proof of the soundness 
of this view, it may be said, is found in the fact that, excluding 
the small transactions which take place by direct barter, the 
purchasing medium of any commercially advanced country is al- 
ways a compound of money and credit. 

On the face of it, the Indian currency is also a compound of 
money and credit, and as such it may be supposed that it con- 
tained provisions for expansibility as well as elasticity. But when 
we come to analyse it we find that it makes no provision whatever 
for elasticity. Far from allowing the credit part of it to expand 
and contract with the seasonal demands, the Paper Currency ^ct 
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now (i.e. under the Act of 1884) as they would have tmder a [n uni . 
restricted system”; for, as he elsewhere ^gued, if the hmita- 
tion on fiduciary issue is arbitrary, and if people want more 
money, “it is always open to them to use metallic money instead. 
The limitation is imposed not upon money itself, but upon Ae 
representative part.”^ What, then, is the reason that Ae Ind^ 
Paper Currency Act should produce the evils which its English 
prototype did not? A prion there need^lse^no such commlsions 
in a money market subject to such law.-^Th^ Act, by limiting 
the issue of notes, did seem to leave no choice but to use metallic 
money even for seasonal demand. This would he true if notes 
were the only form in which credit could be used- As a rnatter 
of fact, this is not so. Credit could take the form of a promise to 
pay, issued by a bank, as well as it could take the form of an order 
on the bank to pay, without making any difference to the social 
economy of the people who used them. Consequently, if under 
the provisions of the Act banks are restrict from issuing 
promises to pay, it does not follow that the only way open to them 
is a resort ‘*to use metallic money instead,” for they are equally 
free to consent to honour as many orders to pay as they like. 
Indeed, the success or failure of the Act depends upon which of 
the tv/o alternatives the banks adopt. It is obvious that those who 
will submit to the ruling of the Act and resort to metallic money 
will have to bear the “convulsions,” and those who will circum- 
vent Ac Act by utilizing other forms of credit will escape them- 
Thc^ chief reason, then, why die Act has worked so well in 
Englai^d and so badly in India, is due to the fact that, whereas 
English banks have succeeded in implanting the order or cheque 
system of using credit in place of die note system, Indian banks 
have unfortunately failed. That they should have failed was 
however, inevitable. A cheque system presupposes a literate 
population, and a banking system which conducts its business in 
the vernacular of the people. Neither of these two conditions 
obtains in India. The population is mostly illiterate, and even 
were it otherwise it could not have availed itself of the chequer- 
system, because Indian banks refuse to conduct their business in 
any other medium but English. Besid es, the growth of the 

♦ Mad she lUehinitm of Exchange, Kegsin Paul, London, 1890, p. 225. 
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30 uoTjisod 3t];j SCA\ -jaJIJtra Aatroni aqj jo spasu aip 

o, poicdaid sAsMpj aq jnq ‘ 3 aj 3 S 3 j uinraiurai 50 amj jaStrep aip 
uioJj iBA« ipAV saApstuaqj daaq sAea\je A[uo jou piie ‘Apjcipacu 
-mr uiB^B iroqrsod Jiaip uaqjStrajjs uco asjnoD jo Aaip jb 
333 UB 3 S^q 3tp 333qAV SSSUTSnq JO 3U3XmD 3113 in 3 daq si UAVEJp 
-q 3 rAi Asuouj jo aunouiE aqs Ji 3 ei }3 snouqo si ai ‘Aio^q •siagoo 
S 3 I ’tU03j uAiBjpqiiAi qsco 3q3 Stnj3AOD3J Aq xiopisod S 3 i U3q3gu3qs 
3 sntn JO SunbnoDsip do 3 s 3 snra 31 tamniinoi sip. ya Ap^aip si 
sqj jo 3 aj3S3j aqa JI •p3ire3JnD suipsjo 311 EJS 03 queq 3 q 3 jo 

J3AVod aip 3AJ3S3J 3q3 JO 3U33X3 3^3 03 3Bxp SI 3Uiod aijj^ -aic qsED 
JO pAABjp^3TAV 3q3 JOJ S3l3ipqiSSod 3ip 3BqM uodn spusdap 3AJ3S3J 
oip 3q pinoqs agjBj MOfj 'SAJssaj innraimtu uic 3 J 3 d b pireq 
uo ^mdsaq Aq apiAOid ‘sjojajsip ‘jsnm jaqireq y •J 3 q 30 jo atuq 
3tnos ye qsBo sraos jo ]EA\Ejpq 3 iA\ jo A 3 iiiqissod 3q3 Suiqinj sAeAip 
ST 3J3q3 ‘ui33sAs anBaqo aq: jo 3tr3UidopA3p aip Stnpire3sq3TM.30U 
pjEnS AqEn333p3 Aeui jaqueq e 3ip3J3 jo uoisiredxa 
anptm tre qsmBgy •sanqrqEq p303 siq oq-qsED pqoq siq jo oi 3 ej 
3q3 Sinj3A\oi p3ii33[B3i'A o}uvj OA^ SI qSEO AEd 03 AqipqE siq 3 sbd 
J 3q3t3 tri ’sqrsodap qsEi stq m uopninitnp Aq JO sqisodap qipajo siq 
tn 3SE3Jom UB Aq J3q3p paqaapB ApsjaApB aq Aeih uoqjodojd siqq 
‘aiojsI •sqisodap qtpajo siq 03 JEaq s3isodap qsED siq qoiqAv uopjod 
-Old aqq si 03 qooj 03 SEq jaqtiEq e qnxp ‘ajojajaqq ‘sSmip 3SJq aqq 
JO auQ *qsEa in Atd 03 sqEqjapim 03 ssainsnq Jiatp 31 aqEiii Aaqq 
q[DTqM. s|pq jo sjsTsuoa sqtsodap jiaip jo qJEd sSjej e ‘qoEj jo jaqqEin 
E sy 'qsTi ou aApAut ppoAs Aqi^qEij siip qsEa m paApaaJ sjaAi 
sqjsodap Jisqq jp jj -puEtaap uo qsED AEd 03 sqireq jo AqijiqEij aip 
UT sqstsuoa Suispreq jo squappm aip jo aUQ 'op 03 ajqn uaaq sAEq 
squEq qsqSug aqq se quaqxa sures aqq 03 qoqJEUi Aauora aip pasEa 
3 AEq 30 U ppoD A3q3 'saqou jo qtJqq •aEq 3 ^ J3ipo^ tujoj e tn qipajo 
JO asn Suijpta tn papaaaans pEq squEq -trBfpui p U3A3 mg 

.'saqou aqq jo AqppsEptn a^ypatoE 03 apas aSjEi 
Apuaiapgns e uo Smaq oqui anioa qou pip' santaqa Eipuj tn jEtp 
japuoAV ou SI 31 ‘asatp se saauEqstunajp tpns uj ’ippaM jo ajoqs 
E SB aqou E 03 Jouajui ajojajatp si ptre ‘ssajanpA puE apqs auioaaq 
Aeiu anbaqa e ‘auin uiEiiaa e unpiM paquasajd qou jj ‘paipuEq aq 
p]noa quqq quatuniqstri qsioAt aip si anbaqa E^'oUtquEq jo aauasqE 
aqq tq 'Eipui ur paltHTO qaiqAV uopipuoa 

E ‘sqtreq jo qjoA\ 3 au pEaidsapiM e sasoddnsaid tuaqsAs anbaqa 
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the Indian banks from tliis point of view ? Owing to the 
absence of a cheque system the possibilities for tlie withdrawal of 
cash are great, and the reserve was required to be large in con- 
sequence thereof. A large part of their funds being thus held 
for a reserve, their resources for discounting were small. But 
there was a further weakening of their position as lenders by 
reason of the fact that the cash withdrawn did not speedily return 
to them. The result was that dre Indian banks were obliged to cur- 
tail their discounts to a far greater extent t]^ were the English 
banks, in order to preserve a due proportion between their cash 
and their credits. The absence of branch banking was an im- 
portant desideratum in this regard. But, even if there were 
branch banks, the money withdrawn could not have returned, for 
it was not left in tlie current channels of business. It was locked 
up in Government treasuries, whose operations were independent 
of the banking transactions of the country. Of course, there 
could be nothing inherendy wrong in the maintenance by a 
Government of an Independent Treasury, and if its operations 
were to have a resultant connection with the operations of the 
business community no harm need arise. But the operations of 
the Indian Treasury ran counter to the needs of business. It 
locked up when it should have released its hoards, and released 
its hoards when it should have locked them up. 

I 

The causes that “ convulsed ” die Indian money market had 
therefore been the inelasticity of the credit media and the work- 
mg of the Independent Treasury System in so far as they were 
the prime factors affecting the money supply of the country 
Chart 1). The evil effects of such convulsions of the discount 
rate can hardly be exaggerated * In an economy in which al- 
most every business man must rely^ at certain seasons^ if not all 
the year round, on borrowed capital, the margin of profit may be 
wiped out by a sudden rise or augmented by a sudden fall in 
the rate^pf discount leading to under-trading or over-trading* 
Such fldduations increase business risks, lead to higher business 
expenses and a greater cost to the consumer. They bring about 
swings in prices, promote speculation, and prepare for panics. 

.. •Jof American experience, cf. E W Kemmcrcr, -Seasonal Vamdons in the 
i\cw Yoik Money Market,- xa TAc Amcncan Economic ^^a^ch, 1911. 
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even its moral obligation to help the business community on the 
somewhat pedantic plea chat in locking up currency it did not 
lock up capital.^ Nor is it possible to say, since it was not c^ed 
upon to enunciate a policy, how far it would have gone to modify 
the Paper Currency Act so as to relieve the situation. Before, 
however, this controversy could end in a satisfactory solution for , 
imparting to the currency system that element of elasticity wh^ch 
it needed, there developed another and a greater evil, whi^ 
afiected its metallic counterpart in a degree sufficient to destroy its 
most vital element of steadiness and stability of value, which it 
was its virtue to furnish. So enormous did the evil grow, and 
so per^^asive were its effects, that it absorbed all attention to the 
exclusion of everything else. 

Wliat fixky of value between tlic different units of its cur- 
rency is to the internal transactions of a country, a par of ex- 
change, is to its internal transactions. A par of exchange between 
any two countries expresses die relative exchange values of their 
respective currencies in terms of each other. It is obvious from 


to use thi whole balances for the umc being deposited with them for banking purposes. ^ 
(3) The riqht to interest from Go eminent when the Government balance at the head 
ofjices of the Bank of Bengal. Bank of Bombay, and Bank of Madras fell below the 
mmimma of ^5 hkhs^ 25 Uldis, and 20 lakhs respectively, (•!) Permission to 
“tit whole of the balances (at branches) however large for the lime bcing^^ toe 
barOjpg purposes, subject to the condition that each branch should “at all times be 
ready trf meet the drafts ol die Governmead* to the extent of the Government balances 
at die branch. 

Thc^ revijeii agreements were, to remain in force iiU March, 1, lS7d. In I87d 
question cf the revuioa of the chatters of the Presidency banks v/as under considcra- 
I.VO. and it was the aim of die Covemment to continue to the banks the right to use 
u t Government balances. Just ar this time (IS/d) diiiiculdcs occurred 

ths Fvvik. nf Boinbiv and the Government could not draw upon their balances 
led to a rccoosidvratjan of the poUcy of merging the Government ba?.mccs wddi the 
t a-ik ard Icavuig dieni in the cuiiody of the banks. iVfter a soraewhat 

IcSi'thy d the Govcrnirent <f India reverted to the system of Independent 

hv .nsdtoUog wl.at were called knirivc ^rcatnries at the headquarters of th?- 
Pi?-^l:.c,vs which th« Oivernmciit taUnces prcskiusiy held by the Presidency 

Vr? n history laf this rpiyvJe rer oi Cemmens Returns and 505 
ai B. A’t tUiount o/ ikt Tnaicnc^ £an\st Chap. VII. 

• Ja the despatch of Iday vancLsming the re-cs^abluhrr.fnt cf tlm In- 

de frscikt were adnic.nishrd by the Stexet-ry of Sure thusr 
.Ui b, Cr.fVstn.nci:it, aCsd not srprcsriidn^ tlic sasinjs c£ me communi£y» 
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‘optui pj 3 M' \suroi XT5 '/juo £l^X' - ‘Sjrj ^usq ^ip 3 e junotur psjjunj b 

go sircof'qans aqrui of po-ijSr 0O6T ‘saumca^x Pl^q sDoucpq $n joj 

5 qin;q Xauapisaj^'acp oj socop^uiuS oj sum spmjuiap loaui oj s^ucq sqj oi dpq 

SAt^'^oj iiado 4p]'^pA\*^|u6 3ip ‘papjas snip Sinaq ssjnoi Ajninpjo aip m s^arq aip \piAV 
s\tq p|noA\ luaujujaAo^^oip qaiqAV saauqBq go ^unotuti aqi go 'uopsanb sqx 
sip ipiA\ s^^urq juauiuJSAOQ sip -saaqAv soaurpq oqqnd sqj \\z go Apoisno OAtsnpxa 
oip'srquBq'Sq^ Qj sai 3 oi oqqwpnn 3ou piAv luaxuuJSAoo sqx *, ' * ‘squcq aip ipiA\ 
jaAoVBi|M 'saau\:inq Autr SAWj oj .jipujUiOAor) oip uodn nontSijqo ou ssoduii ||ia\ ipUfM 
fPBJiuoo '3ip w pajjasm aq jou piA\ uoptp'uoa siip iinq 'sqqcj Qg Arquiog go 'qurg 
pUB ^sqqB( 0£ SBJpq^^ go qutQ ^sq^jcj qqI |c 3 u 3 g[ go qacg :stuus Supvopog aqi OBip 
sjoiu ’ ‘X|UVJoduiaj .utip ssiAviaqio ^sqntq sqj go sjajjrcnbpBsq aip qnA\ aAvaj lou Apjtcu 
-ipjo qpAV 3upmujaAo^ stp ' 3 Bq 3 „“ puiljsiapun 03 squtq sip 3 ArS puc ‘ctuixBiu spjcSaj 
SB SaxqBjiapnn” iBUJjog, pu oiui pajaiua ^uaunjasAOig aqx 'cunuitu otcjjw A^opq pag 
sjjuBq aqi 3 B saaWpq Jiaip .uaqA\ syprq aip 01 isajajui Acd 03 sjopq su paaiSt: juaiuuia 
-AOQ.oqi ‘saunsBa^x aAJasa»[ aqi go ^uatuqspqBisa aip 01 SaipBa] go sjuauiaSuBJiu 
atp »pnp) \fpooS s^Bui uo saamosoj umo six jBqAv puoAaq paSpajd gjasit spirp 
'll 03 pajmp qqqAV aMaunuoo otp puB 'sbajnosaj snoppusApB aip SAVEJpqiuv ^{uappns 
^fouoSxxo ' (wpqod y uxJsptsaB xic go Xo-iam aqi %n si qoxqAV Ajuadsojd saanpojd 
pUB ‘ounj B jog asBa soatS 31 'SjuaunixuiuoD snojaSutp ojtn sjapij) pcoj oi spaai 
,wpjaxp qsxqAV puc 'paacid aq UBa^^aaumjaj ou aauauuuijad asoqM uo aajnosoi' b' si 

puG pucjuug uaaAViaq ^SuGqoxa 30 sjbj 3qi ‘spjtspirejs oi|{Bpm 
Jiaip m aouaaajpp /aqj ginpxrcistpmioxi ‘aoGj .jo jajiBui u sb ,‘ing^ ■ 
•raatp U33AV)3q aguBqoxa jb ^d'a^qe^s tj aoj Xiipqissod bu aq’ppaob 
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axp tn suopBnpnp 03 iraiq aip sb mojjbu sb jo aptAi sb aq ipM, ' 
raaqj irapMjaq suopBnjanp aguBipxa aqi 03 3pin{ aqj^ ■tioi3Bpj 
anjEA Jiaip m saSuBqa q3iAV a3Bn3onp ApjBssaaaii 3sn’ai ptre ‘jaAps • 
puB plbS;jb sanpA aApBpj pq 3 Aq paujaAbS si aSuBqaxa, j]aip',‘asBa 
3 Eq 3 tij . >anpA 50 spJBpuB3S Adupjjtid Jtatp sb sp 33 ia siisispip ’ ' 
SuTAEq ^saixjimoa oavj itaaA\ 33 q aStreqaxa 30‘^iEd paxig bu aq iiBo , 
ojaip ‘^puBq jaipo aq 3 iiQ ‘S3tiTO(J apads utipiAV ‘’a-T ^ 3 ti 3 TOdTt|suBJ 3 . 
s3t JO 3Soa Pip UB^ aJoiu, Aq saiJ3iinoD dAV 3 3 i ]3 in ‘aaiauraoa^:, 
JO raopaajj upaiS 'jajjip 30U pjnbo ijaiiiAv jo 'an|BA aip ‘rampairi , 
uomcaoD b anpA jo ajnsBSni b sb aABq pinoAi Aaip asBp abtp ui ; 
joj 'uoipnq SB a|qB3Jodx3 puB o3in a|qi3JaAU0D Apaij fAauoui.pjBp 
-in;3S .nstp sb Soiuopaimj ^33x13 amps aip Ao|dtn 3 Aai ^3 . 

aq |]iA\ sainunoo oavj Aub uaaAwq aSuBipxa jo jBd .aip jutp s|q 3 
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India seldom deviated* from the normal! rate of 1/. 10 for 
R. 1. So steady was the rate up to 1873 that few people were 
conscious of the fact tliat the uvo countries had different cur- 
rency standards. After 1873, however, the rupee-sterling ex- 
change suddenly broke loose from this normal parity, and die 
dislocation it caused was so great and so disorderly (Chart II) that 
no one knew where it would stop. 

The rupee-sterling exchange was in reality a reflection of the 
gold-silver exchange. When, therefore, it is said that the rupee- 
sterling before 1873 was stable at Ir. lOYzd., it merely meant that 
the gold-silver exchange before 1873 was stable at tlie ratio of 1 
to 15*/2 ; and that the rupee-sterling e.xchange was dislocated ^tcr 
1873 meant that the gold-silver exchange lost its old moorings. 
The question which therefore arises is why was the ratio of ex- 
change between gold aird silver disturbed after 1873, as it never 
was before that year.? Two factors have been appealed to as 
affording a sufficient explanation of what then appeared as a 
strange phenomenon. One was the demonetization • of silver as 
the standard money medium by the principal countries of the 
world. This movement in favour of demonetization of silver was 

dependent Treasury system. The war, however, hastened the course of events. 
It proved the necessity of co-operado'^ between the Presidency banks and the 
Government, and also die need of a large and powerful Banking Institution. 
This was accomplished by the amalgamation of the Presidency banks into an Imperial 
Bank of India (Act XLVU of 1920), with the inauguration of which the Independent 
Treasury system, is again ui the process of abolition. For a history of episodes of the 
Independent Treasury after 1876, see. Appendices to the Interim Repart of the Chamber^ 
Uin Commission f Vok I, Cd. 7070 of 1913, Nos. I and II. 

•It appears, however, from the chart that the rupee-sterling exchange before 1873 
was not quite stable. But the fluctuations in it arc to be attributed to quite a different 
set of factors. It should be noted that the rates of exchange used for reducing tlic^ 
Indian moneys into sterling during the time of the East India Company had been 
various : moreover, they had so little rclauon to the intrmsic value of the coins ex- 
changed that the actual rates officially given were far from the actual market rates. As 
having a bearing on this interesting subject, consult H, of C. Sessional Papers 735 II 
of 1931-32 ; Appendix Np. 20, Correspondencet etc.y relating to the rates of exchange 
at which the currencies of India are converted into sterling ; also Tucker, H, St. George, 
Remarks on the Rians of Ttnanccy 1821, passim^ and Memorials of Indian Goif* 
ernment, 1853. by the same, pp. 382-85. 

^ only if 1514 to 1 be taken as the normal ratio between gold and silver, 

which >\.ij ihc case for nearly sesenty years. * 
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CHART II . 

ui? THE ROTEE-STEJtEINQ .ETCCHANGE 

X - '/ - ^ ^ 

Annual overage of the Indian Rate oF Ext^nge in Londoa , „ 

Annual average Pnce per standard ounce oT Bar Silver In London. 


w *D0| ‘ipssn'a § 

‘Sc ^9 p^jon^ ^ 

SZ^'SX *8681 *ssouP49}iiO^ (<^p«ojv pi^ot;vuujiq * g H ‘30 4 

•jL 'd *8981 '^Spuio;;} puontoUJ^iui t^o uotssttumoj p^o^ p^/ fo tAOxf^n ^ 

3tjj oj pauyuoD traaq pnq rajojai aq^ Ji saouanbasuoD snouas 
qjiM aqgncjj uaaq aABq joti pjnoqs jt ^aimnjdap b sbm uopqosai 
aip qSnoqx §«’ 5 PF’^ P}®I q^FiP*^ P^^ agBuioa tojoj 
- lun OJ pajBtnpjoqns sbav jr jo asBqd jBip „ ssajgiro3 siqj jb jng 
•sajnsBaxn ptre sjqSpM, m ijraiojiun 30 axio ApgjE]: sbav pajBqap 
uoijsanfa aqj sassaj§uo3 jataioj aqj jy ’aanjiBdap b apBtn 
JI ’ -pa^oopaAo aq A^piBq tica ssajguo3 siqj jo aatreaqraSis aqx 
' t«'P^PPlpqns XpBtoxaap jrun 3 |gins b uodn 'paxy aq v\Sim satjj 
-unoD juajajjxp aqj 30 suiajsAs ijBjaMtn atp qaiqAv Aq spBjap aqj 
aSuBjjB OJ puB 'suToa jaAps ptiB ppS • • • • atp xn sjqSjaAV aAijEpj 
aqj aq ppoqs jBqAv jjodai puB japistioa oj pazrJoqjUB sajBSapp 
ssaiguo^ ppads e oj puas oj „ sjuaraujaAoo juaiayip aqj pjxAin 
OJ paA^osaj ’tqpag 30 ssajSuOQ paijspEJS puoijBinajtq £993 aqj 
‘puoTjdo sajnsBara puB sjqSpAv 30 raajsAs OTXjaui aqj ^933 xn apBxn 
pBq qatqAV "pxiBjgug 30 xiopaB axp Aq paSBinoaug psaijjunoa 
jxrajpptp JO spgBxnoa ptre 'sainsBatn 'sjqSpAV axp xq Ajtnijoj 
-Ton paqsap aqj jtioqE Smguxjq 30 Ajxssaaau axp gxnSixx A|§uojjs 
‘6S8I 50 ssajSuoQ iBapspEj's couaiA ^q paxiijyxioa sbav qajqAV 
‘aoTjBiBiaap b panssi ‘su^ jB'pjaq ‘ssaj§uo3 |bpspBJS ixaxi aqj 
JBxp paaiiBApB jEj os pBq xioraido *J 3 J 3 B sjBaA oavj p^aq ssaiSuo^ 
papspBjg pxiopBxijajxij spssiug axp jb dn xiaqBj sbav jt : paddojp 
oq OJ paAvopB joxi sbav xiopsatxb axp ‘ji 30 jno axnBo ajqxSxiBj 
Sxinpoxi qSnoxpjE pire 'uopiqxxpa srxp jb pajaxpE§ saqqxuassE 0x3 
-puaps snotJBA axp Aq passnasxp sbav sinoo pxiB ‘saxnsBaxn 'sjqgpM 
I ^ Ajirajojtun puopBUjajxq 50 xioxjsanb ax|x ‘^opxqxxpca jBxp 
' JB pajqtnassB suoxjbu juajajjxp axp 30 saApBjuasaidaj aqj oj pajBJj 
'Stioxnap A|dxiiB sbav ‘saijjxinoa aaqjo pxre xqgijo jpxp 30 saxjjxmoa 
( axp uaPAVjaq sb sagBxnoa ptre ^sainsBaxji ‘sjxjgpAv 30 saaxiaJayxp axp 
OJ gxnMo ‘^sjiqxxpa jxiaiajjip aqj gxnredxnoa 30 Ajpxatpxp jEajg axp 
TS8I ^ tiopuo'jxq p]axj tiOTjxqtqjig; jbpjq aqj jy ‘spAa 30 AoBga^ 
B pmqaq saABay saxnjjaxnos poog 30 jinsmd axp Avoq saqxydxnaxa 
osyB JI jng qBTaqauaq Abav AiaAO xn sbav jt ‘Ajxxxtjojxun qans 
JB paxrnB sbav uoxjBjxgB axp se jbj os uj 'sagBxnoa pxre fsamsBaxn 
^sjqgraAV 30 Ajirajopxm J03 xiopEjigs jxTaaoxixq xre 30 araoajtxo axp 

XjjjDj sj} JO uojjDDO/sJo sqj puD pjopuDJS JSA/is aifj. 
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question of uniformity of coinage. But Aerc occurred a circum- 
Stance wlticli extended its application to the question of currency. 
When this agitation for uniform coinage grew apace, the Br^ch 
quite naturally wished that their coinage system, which had al- 
ready been extended over the area comprised by the Latin Umon, 
should be taken as a model to be copied by other countries outside 
the Union in the interest of uniformity. W^ith this end in view 
Oovermnent approached the British Government of 
the time, but was told in reply that the British Government could 
not consider the suggestion until France adopted the single gold 
standard.'* Far from being taken aback, the French Govern- 
ment, then so anxious to cultivate the goodwill of England, 
proved so complacent diat it felt no compunction in conceding to 
the British the pre-requisite it demanded, and indeed went so far 
out of tile lyay, when the Conference met in Paris in 1867, that it 
actually manoeuvred f the Assembly into passing a resoludon 
“that for uniform international coinage it was necessaj y diat gold 
alone, should be die principal currency of the world.” So much 
importance was attached to the question of uniformity of coinage 
that those who passed the resolution seemed not to have noticed 
what sacrifice they were called upon to make for its achievement. 
Perhaps it would be more correct to say that they did not know 
that they were affecting by their decision the currency system of 
the world. All diey thought they were doing at the time was to 
promote uniformity' of coinage and nothing more.1 But what- 
ever the extenuating circumstances, the result was disastrous, for 
when the resoludon came to be acted upon by the different 
countries assembled, the real end of the Conference, namely uni- 
formity of coinage, was completely lost sight of, and the proposed 
means eventually became the virtual end. 


The ball once set rolling, the work of demonetizing silver 
began to grow apace. First in the field was Germany. Having 
vanquished France in the war of 1870, she utilized the war in- 


• Cf. evidence of Pfoc 
Dcprc«ion in England, 1892. 


FoxwcU, O. ^3,875, Ro>-a} Commissiqn on Agricultural 


f For which cL RuswII. op, p. 46 

■' . t honourable czCcpUon mu,t be made in the case of Dr ifas, the represan- 
tauve of Holland, who drew attention to the harm Idtely to result fromVu resolution. 
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of the Union to adopt similar measures. The delegates of the 
Union met in Paris m January, 1874, aitd 

** agreed to a treaty supplementary to that originally framed in 
1865, and determined on withdrawing from individuals tlic full 
power of free coinage by limiting to a moderate sum the silver 
five-franc pieces wliicli should be coined by each State of ,the 
Union during the year 1874.* 

The respective quotas fixed for 1874 were slightly increased 
in 1875, but were reduced in 1876. t But the actual coinage did 
not even reach these small quotas. So greatly was the Union 
perturbed by the silver situation that during 1877 the coinage of 
silver five-franc pieces was, with the exception of Italy, t entirely 
suspended. This action was, however, only a preliminary to the 
Treaty of November 5, 1878, by which the Latin Union agreed to 
close its Mints to the free coinage of silver till furtlrer action* 
Though at first swe die^ die closure proved in the end perpetuaLII* 
Simultaneously with the precautionary measures of the Latin 
Union, Russia suspended, in 1876, the free coinage of silver except 
to such an amount as was necessary for the purposes of her trade 
with China,§ and tlie Imperial Decree of November 22, 1878, 
directed that all customs duties above 5 roubles and 15 copecks 
should be payable in gold.^ Austria in like manner suspended 
the free coinage of silver in 1879.^ 


* Laughlin, op cit 
f l^c quotas fixed 

> P 155. 

at the Conferences for the several 

members of 

the Union 

w'crc ; — 

In MiUhnt of Eratics. 

1874. 

1875. 

1876. 

France 

. 60 

75 

54 

Belgium 

, 12 

50 

36 

Italy 

. 40 

15 

10 

Switzerland 

8 

10 

7 

Greece 

. — 


3 


— 

— 




120 

150 

110 

In 1874 Italy was allotted an extra 20 million francs. Ihid., p 

. 155. 


She was allowed 

to coin 10 millions of them. 




p. 158. 

^Repon of the Directors of the Mhii, V/ashifigtotit 1SP3, p. 23. 

^ Ct P. Wilhs, *'Moncury Utform m Russia/* in the fottroal of RoUucd Economy, 
^ol. V, p. 291, 

••Of. F. Wteser, “Resumption of Specie Pay/ncut in Austria-Hungary/* in 
ourtJal of PoUucal Economy^ Vol. pp. 3S0-7. 
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History of Indian Currency and Bankings 

The history o£ the production o£ the precious metals in 
modern times begins from the year 1493, a date which marks the 
discovery of the American continent. Reviewing the results of 
the production from 1493 to 1893, a period in all of 400 years, we 
find that during the first hundred years the production of gold 
and silver rises at a uniform rate of progression. Assuming the 
annual average production of eacli during the first century (1493- 
1600) in the modern history of their production to be 100, it will 
be seen that in the next century (1601-1700 the index number for 
the production of gold rises to 130 and tliat of silver to 176. This 
rate of progression is also kept up in the succeeding century (1700- 
1800), during which the figure for both gold and silver approxi- 
mates to 270, and continues without much disturbance up to IS'lO, 
when the respective index numbers stood at 228 for gold and 293 
for silver. From this point onwards, the relative production of 
the two metals underwent a complete revolution. During the 
next thirty years (1841-70) the production of gold readied un- 
precedented heights, while that of silver lagged behind, rdative- 
ly speaking. The index number for silver production advanced 
only to 450, but that for gold went up to 2,124. This revolution 
was followed by a counter-revolution, as a result of which the 
position as it stood at the end of 1870 was well-nigh reversed. 
The production of gold received a sudden check, and though it 
had increased enormously' between 1840-70 it remained stationary 
between 1870^93. On the other hand, the production oh silver, 
%vhich. was steady between 1841-70, increased threefold between 
1870-93, so that the index number for its average annual produc- 
tion during the latter period stood at 1,260. 

In the controversy which arose ovqr the reasons, which 
brougiit about this dislocation and decline in the value of silver in 
terms of gold, there were parties to whom one of these two factors 
was a sufficient cause. One side ar^ed that had suspension or 
demonetization of silver not taken place, its value could never 
have follen. This position was vehemently challenged by the 
other side, which believed in die over-supply of silver as the 
primary cause of its depreciation. Now, was the argument from 
relative over-supply sufficient to account for die fall in the gold 
value of silver f On the face of it, die explanation has the plaus- 
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silver was an assumption which had no foundation in reality. 
On the contrary, a glance at the figures for relative production 
discloses the curious fact that since the beginning of the eigh- 
teenth century silver, instead of rising, has been falling in propor- 
tion. With the exception of the first quarter of the nineteenth 
century, silver had formed, throughout the two centuries covered 
by the table, a diminishing proportion as compared witli gold.* 
Indeed, never was the proportion of silver so low as it was in the 
latter half of the nineteenth century, and even when after 1873 
it began to grow it did not reach half the magnitude it had 
reached in the beginning of the eighteenth century. The second 
conclusion which these facts were claimed to sustain was that the 
value of silver in terms of gold did not move in sympathy with its 
supply relative to that of gold. According to theory, tlie value of 
silver should have been rising because the relative volume of its 
production had been diminishing. On the other hand, a closer 
examination of the figures of relative values and relative produc- 
tions, as given in the foregoing table, instead of showing any close 
correlation (see Chart III) between them, pointed to the contrary. 
Instead of supply and value being inverse in propordon, it showed 
that as its supply was falling there was also a fall in its value. 
Such being the facts of history, it was contended that they gave 
no support to those who rested their case on over-supply rather 
than on demonetizadon as a sufficient explanadon for the depre- 
ciadon of silver. 

Apart from such minor points, the issue was considerably 
narrowed by the peculiarity of the events of the twenty years pre- 
ceding and following the year 1873t Compare, it was said, the 
period commencing with 1848 and ending with the year 1870 with 
the period following 1870, and there emerges the arresting fact 
that these two periods, though they have been the opposite of each 

♦ Ta view of this, it is a matter of some surprise that such aa eminent economist iS 
Prof, W- Lexis should have ceased to be bimetallist on the. ground that the. enormous 
increase of ^ver imUtated agaimt the establishment of a permanently high ratio with 
gold, CL his essay on “The Present Monetary Situation,** in the Economic Studies of 
the Amencan Economic AsioclaUon, 1895, Vol. I, No, 4, pp. 273-77, The habit of 
measuring the production of silver in terms of value is no doubt largely responsible for 
this qmte unfounded notion. " 


^ ^ Foxwai. Itx Meaning and Aims,*" in The (Oxford) 

Economic Revteto (1B93), Vol. HI. p. 302, 
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rating of 1 to ISYz became more uniform, with the result that the 
monetary standard throughout that period was either 1 gr. of gold 
or ISYz grs. of silver. On the other hand, during the second 
period, the “ or ” which characterized the first period was deleted 
by the silver-demonetizing and suspending decrees. In other 
words, the first period was characterized by the prevalence of 
bimetallism tmder which the twp metals could be used inter- 
changeably at a fixed given ratio. In the second period they 
could not be so used owing to the fact that the fixed ratio 
necessary for interchange had been abrogated. Now, could the 
existence or non-existence of a fixed ratio be said to be such a 
powerful influence as to make the whole difference that set the 
two periods in such marked contrast? That this was the factor 
which made the whole difference -was the view of the bimetallists. 
It was said that, by virtue of the monetary system prevalent 
during the first period, gold and silver were rendered substitutes 
and were regarded as “ one commodity of two different strengths.” 
So related, the conditions of supply had no effect upon their ratio 
of exchange, as would have been the case in respect of a com- 
modity without a substitute. In the case of commodities which 
are substitutes, the relative scarcity of one can give it no greater 
value in terms of the other than that defined by their ratio of 
exchange, because by reason of the freedoin of substitution the 
scarcity can be made good by the abundance of the other. On the 
other hand, the relative abundance of one cannot depreciate its 
value in terms of the other below the ratio of exchange, because 
its superfluity can be absorbed by the void created in consequence 
of a paucity of tlie other. So long as they remain substitutes with 
a fixed ratio of substitution, nothing originating in demand or 
supply could disturb their ratio. The two being one commodity, 
whatever changes take place in tire demand or supply of either 
system beyond the needs of commerce express themselves in the 
price level exactly as though one of them alone was the money 
medium ; but their ratio of exchange' will be preserved intact in 
any case. 

In support of this was cited the authority of Jevons, who 
s aid* : 

•Theory of Pohueol Ecaiomy, cd., 1511, pp. 134-36. 
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L under bimetaUism ts whether the ratio be- 
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• Elementary Principles of Economics, 19 , pp. . , jjjg success or failure 
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“that the question o£ bimetalhsm is an indcteiminate 

.ny precise and simple J and many com- 
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Europe which were exdusively on a ’ ^ Id basis, 

EnglLd and Portugal, which standard of value 
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• Tisher, ^urchinns Poaer of Mow. 1911, pp. 13^-35. 
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CHAPTER m 

THE SILVER STANDARD AND THE EVILS OF ITS 
INSTABILITY 

The economic consequences of this rupture of the par oi ex- 
change were of the most far-reaching character. It divided Ac 
commercial world into two sharply defined groups, one using 
gold and the other using silver as their standard money. When so 
much gold was always equal to so much silver, as was Ac case 
previous to 1873, it mattered very little, for Ae purposes of mter- 
national transactions, wheAer a country was on a gold or on a 
silver standard; nor did it make any difference in which of Ae 
two currencies its obligations were stipulated and realized. But 
when, owing to Ae dislocation of Ae fixed par, it was not possible 
to define how much siher was equal to how much gold from 
year to year or even from month to month, this precision of value, 
Ae very soul of pecuniary exchange, gave place to Ae un- 
certainties of gambling. Of course, all countries were not drawn 
into Ais vortex of perplexities in Ae same degree and to Ae same 
extent, yet it was impossible for any country which participated 
m international commerce to escape from being dragged into it. 
This was true of India as it was of no other country. She was 
a silver-standard country intimately bound to a gold-standard 
country, so Aat her economic and financial life was at Ae mercy 
of blind forces operating upon the relative values of gold and 
silver which governed Ae rupee-sterling exchange. 

The fall increased Ae burden of Aose who were under an 
obligation to make gold payments. Amongst such, Ae most 
heavily charged was Ae Government of India. Owing to Ae 
exigencies of its political constitution, that Government has been 
under the necessity of making certain payments in England to 
meet: (1) interest on debt and on Ae stock of the guaranteed 
railv/ay companies ; (2) expenses on account of Ae European 
troops maintained in India ; (3) pensions and non-effective allow- 
ances payable in England ; f4) cost of Ae home administration*; 


Smee the Reform Aa of 1920 that part of this cost which was 
besQ placed upoa the Bnush Estmutss. 
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The effect of such a growing burden on the finance of the 
Government may well be imagined ; the condition of the Govern- 
ment, embarrassing at first, later became quite desperate under 
this continuously increasing burden. It enforced a policy of high 
taxation and rigid economy in the finances of the Government. 
Analysing the resource side of the Indian Budgets from the year 
1872-73, we find that there was hardly any year which did not 
expire without making an addition to die existing imposts of the 
country. In 1872-73, there commenced the levy, of what were 
called Provincial Rates. The fiscal year 1875-7d witnessed the 
addition of R. 1 per gallon in the excise duty on spirits. In 1877- 
78 the Pass Duty on Malwa opium was raised from Rs. 600 to 
Rs. 650 per chest. An addidon of a Licence Tax and Local Rates 
was made in the year 1878-79, and an increase of Rs. 50 per chest 
took place in the Malwa Opium Duty in the following year. With 
the help of these imposts the Government expected to place its 
finances on an adequate basis. By the end cf 1882, it felt quite 
secure and even went so far as to remit some of the taxes, which 
it did by lowering the customs dudes and the Patwari Cess in the 
North-Western Provinces. But the rapid pace in the fall of the 
exchange soon showed that a resort to further taxation was 
necessary to make up for the increased cost of the sterling pay- 
ments. To the existing burdens, therefore, was added in 1886 an 
Income Tax, a duty of 5 per cent, on imported and also on noii- 
illui^ating petroleum. The Salt Duty was raised in 1888 in 
India from Rs. 2 to Rs. 2^, and in Burma from 3 annas to R. 1 
per maund. The Patwari Cess of the North-Western Provinces, 
repealed in 1882, was re-imposed in 1888. The rates of duty on 
imported spirit and the excise dudes on spirits were not only 
raised m 1890, but were afterwards added to in every province. 
An excise duty on malt liquor was levied in 1893, and another on 
salted fish at the rate of 6 annas per maund. The yield of the 
taxes and dudes levied from 1882-83 was’* as follows : — 


Sources. 


1882^83 


1892 - 93 . 


Salt . 
Excise . 
Customs 
Assessed Taxes 


Rs: 

5.67.50.000 

3.47.50.000 

1.08.90.000 

48,40,000 


Rs. 

8.14.90.000 

4.97.90.000 

1.41.80.000 

1.63.60.000 


•Report o} the Indian Currency Camnutice, 1S93, App. n, p. 263. 
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to obtain relief by applying the pruning knife to the rank growth 
in departmental extravagances * Even with such heroic efforts 
to increase the revenue and reduce the expenditure^ the finances 
of the Government throughout the period of the falling exchange 
were never in a flourishing state, as is shown in Table XII. 

Much more regrettable was the inability of the Government, 
owing to its financial difficulties, to find money for useful public 
works. The welfare of the Indian people depends upon turning 
to best account the resources which the country possesses. But the 
people have had very litde of the necessary spirit of enterprise in 
them. The task, therefore^ has fallen upon the Goverrunent of 
India to provide the comrtry with the two prime requisites of a 
sustained economic life, namely a system of transport and a net- 
work of irrigation. With this object in view the Government had 
inaugurated a policy of developing what were called “Extraordi- 
nary Public Works,” financed by capital borrowings. For such 
borrowings India, as was to be expected, hardly offered any 
market, the people being too poor and tlieir savings too scanty to 
furnish a modicum of the required capital ouday. Like all Gov- 
ernments of poor peoples, the Government of India had therefore 
to turn to wealthier countries diat had surplus capital to lend. 
All these countries unfortunately happened to be on the gold 
standard. As long as it was possible to say that so much gold was 
equal to so much silver, die English investor was indifferent 
whether the sccurides of die Government of India were rupee 
securities or sterling securities. But the fall in the gold value of 
silver was also a fall in the gold value of the rupee securities, and 
what was once a secure investment ceased to be so any more. This 
placed the Gos’crnmcnt in a difiScuIt position in the matter of 
financing its extraordinary public works. Figures in Table XIII 
are worth study. 


^ic English investor would not invest in the rupee securities. 
^ irnportant customer for the Indian rupee securities was thus 
l*hc response of the Indian money market was inadequate. 
To issue sterling securities was the only alternative to enable the 
Oovernment to tap a bigger and a more constant rcsen'oir for the 
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drawing of capital to India ; but as '.it .was bound to .increase' the 
burden of the gold payments, which it' was the strongest interest 
of the Government to reduce, the resort to the London money 
market, unavoidable as it became, was somewhat .restrained,* 
with the result that the expansion of extraordinary public works 
did not proceed at a pace demanded by the needs of the country. 
The effects of this financial derangement, consequent on the, fall 
of the exchange, were not confined to the Government of India. 
They were immediately felt by the municipalities and other local 
bodies who were dependent upon the Government for financial 
aid. So long as the cash balanfles were overflowing in the 
Treasury of the Government, “ one of the most useful ways ” to 
employ them was found in lending a portion of them to these 
locd institutions. As they had just then been inaugurated under 
the local self-government policy of Lord Ripon’s regime, and were 
looked upon only as an experiment, their taxing and borrowing 
powers were rigidly limited. Consequently, this financkd-’ aid 
from the Central Government by way of temporary advarices was 
a resource of inestimable value to them, “^en, however, the 
cash balances of the Central Government began to diminish owing 
to. the continued losses by exchange, these facilities were severclj 
curtailed,! so that the vcry-vitality of these, institutions: was' threat 
ened just at die morrient when they needed all help to foster then 
.growth and. snengdicn' their' foundations. ' ■ 

, •- - Addressing the. Seuet^ of State, the Government of India 
in. a'dcspatcIi'df'FeBruSy,2, 1885, observed t:— r ' 'i'.. ' • 

hesitate to repeat’ that the fa^ set forth it 
. v‘.i .pe preceding paragraphs are, from the point of Indian interests 
. ; ' , intolerable ; and the evib which wc have'enumeirateii do not exhaus 
'' catalogue. ^ Uncertainty regarding pe future of silver dis 

courage pe investm^t of capital la India," and we find' it 
1 -Unpossible p borrow in silver, ,^cept at an excessive' cost. 


•Dmiflg the petioj o£ filling exchange the dUcribudoa of the debt of India 1 
• V ' Sttrling- Deit. ’ Rupee DeBt. 

Eed of 1873-74 ,41,117.617 66,41,72,900 

End of 1898-99 , ... 124,268,605 1.12,65,04.340 

J' ' ■ ’ Currency Contm/Wee .(1898),, Appendix II p, 179.. 


» ■ ; rtnpnetji Swemeat,'.iS76~77, p. 94. 
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**Oa the other hand, the Frontier and Famine Railways 
which we propose to construct, and the Coast and Frontier 
defences which we have planned, are imperatively required 
and cannot be postponed indefinitely. ^ 

**We are forced, therefore, either to increase our sterling 
( liabilities, to which course tlrerc arc so many objections, or to do 
‘without Ae railways required for the commercial development of 
tthc country, and its protection against invasion and the efiects of 
1/amine. 


4 ^ # ilf * 

11. Nor can the difScuIdes which local bodies experience 
in borrowing in India be overlooked. The Municipalities of 
Bombay and Calcutta require large sums for sanitary improve- 
ments, but the high rate of interest which they must pay for silver 
loans operates to deter them from undertaking expensive works, 
and we need hardly remind your Lordship that it has quite re- 
cently been found necessary for Government to, undertake to lend 
the money required for the construction of docks at Calcutta and 
Bombay, and that when the Port Commissioners of Calcutta 
attempted to raise a loan of 75 lakhs of rupees in September, 1885, 
guaranteed by the Government of India, the total amount of 
tenders was only Rs. 40,200, and no portion of tills insignificant 
amount was ofiered at par. . . , . 

The importation of capital on private account was hampered 
for similar reasons, to the great detriment of the country. It was 
urged on all hands, and was even recommended by a Royal Com- 
mission,^ that one avenue of escape from the ravages of recurring 
^famines, to which India so pitifully succumbed at such frequent 
intervals, was the diversification of her industries/ To be of any 
permanent benefit, such diversified industrial life could be based 
on a capitalistic basis alone. But that depended upon the flow ^o£ 
capital into the country as freely as the needs of the country re- 
quired. As matters then stood, die English investor, the largest 
puxv^eyor of capital, looked upon the investment of capital in India 
as a risky proposition. It was feared that once the capital was 
spread out in a silver country every fail in the price of silver would 
not oriy make die return uncertain when drawn in gold, but 
would also reduce the capital value of his investment in terms of 

of iAr famwt Commission of 1880. Part H, C. 2735 o£ 1880, 



*9Z'5Z6i ‘C) 'ym 

JO ajcj aip A^otaq jatzraamos puc oiocjc ^auipataos at qSnotp|c 

'ajEJ a 5 ci 3 Air Jtsj ^ paurjoj piru qaw joj A«ac paxg scav aj uaqao atp jo\ip2b aip 
sir airatoujaAOo aco Aq ua^jcjiapun saxrautXcd jo -suotiDcstiBJa tpns oa pjcSaj ut Ajhswjx 
qsquH aqj puE aDipo 5ip UD^Avaaq jE 3^ icog^o Stquioa aip joj ajtu Sxiqsnfpu 

aqa se pUE ajatuas seav OA\a aqa uaaMaaq uepui y '^anaito m vopvoj no sjpq 

JO aaud aqj ^o pasrq ^npu] U304j aadna c SuiSmaq jo asoa oqi puE ‘uopuox m 
JO aaud aaqjEiu oqa tio pasEq *Eipui oa aadru e Suipuas jo ^$05 aqa jo ^aipO ^*piq ^q* 
aE apriiJ seav uoqqnajEa r je?( qara jo jaqmaaaa se aE pavijjE sen ptre 

rai p^jnausin asjg sem at ‘4^5061 ’D '0681 PZ<:£ «Jma>r o H ‘(saueijag pvio) 
tnpni asE3 uo aajaiiauro3 aa^ps ppgjaaEjVV ujq pstnE^dxa suvv sy^ 


335[-rear aijj ireip J3t|§iij sba\ jtrejiEAi 
Xq p9xq aSireqoxa jo axex aip 3Bq5 psuadclBq AiqEioBAui 31 sb 3ng 
•asodjnd 3Bq3 Joj asdm axp puB Sm{i33s aip ti33M33q* aSuEqox^ 

JO 33BJ 3q3 p3Xg OS[B AjEJES 3T3q3 p3Xq tpiqA\ 3UEJJEAV T^^OH 3^3 

3nJ3 SI 3j -sssdai ui sjqEABd qSnotp ‘gmjj33s m psxq seav Ajejbs 
iisqX -Aea^ 3ii3jt3j}ip E HI 3nq ‘ssjSsp i; 03 jaipj JEptms 

E p3iire3qo s3ireAJ3s Aje31Iij^ sqX •3U3tauj3AO£) 3^3 jo 3 sod' 3^3 
-i-Od'Z^gl JO 5§EJ3AE sip uo uuoD Jod'^j.^ Aq psinsS 

3AEq 03 S3UEAJ3S PAI3 3q3 JOJ qSnous oiqBpsjddB sba\ 31 ‘ss5\ 3q3 
3U0^ ‘3[qBJ3prsuoD Aj3A 30U SBAI 33BJ |Bpgjo 3q3 pUB 33EJ 33qjBur 
3q3 U33A\33q 93U3J3pip 3ip 3nj3 SI 31 ^-sguBqDxg JO 33Bg ppgjo 
3ip p3{{BD SEAV 3BqAv 3B s3DaB33iiu3J jt3ip 3:^01 oj '3iraraui3Aoo 
sip 03 SDIJIJDES B 3B ‘p333imJ3d 3J3AV S3irEA33S pAJO OqX ■S33UB3 
-3ItU3J J13ip JO J333BIU 3q3 UT UISip 03 U3ATS 3qnop OU seav J3ip3 
3tnos ‘pjoS JO 3iinocuE siues sip iriB3qo 03 s3tjb[ES psxp 11343 jo , 
3no S33dnj 33001 Asd 03 psq A3q3 JSAps jo snjBA 3ip in ipj Aj 3 a 3 

ipi M •p3J33|E Ap33{dUJ03 SEAV UOptOlIS 3lp JO 33EJ 3q3 {{EJ 03 

UE&q 33dnj 343 SB 3ng -rasip 03 3U3moui 00 jo se^w 3DiiB3SiiiiiDjp 
Slip ‘paxp SEAV pjOo JO sraj33 Ut J3ApS JO 3DUd 3ip iraqAV ‘C£gJ 
3J0j3g •pireiSug or puiqsq 3j3i a33jo sjsav oqAV ^ssipoiBj Ji3ip 
JO 33oddns in s331ie33Iiii 3J pp2 aspui 03 psq 304 ‘jsAps ox ssubjbs 
jT3ip P3A1333J Asip ‘psSuopq Asqi qorqAV 03 3U3OIuj3a0£) 343 arji^ 
'EIpOJ ut 3DIAJ3S pAlQ Sip JO sjsqoisio uEsdojog 343 JO pssodoiOD 
SEAV ‘S3U30iAEd pjoS srpiu 03 uopESrjqo 31343 jo sstiBosq sSur-qo 
-X3 JO pEJ 343 OI03J p333pns Oq^W ‘3{d03lJ Jo dn03g 33ipooy 

•aguEqoxs jo 3Ed 343 Jo 
33n3dn3 343 JO 3no Sinsr3 E jias snouss 3S001 343 Ajp33qnopim seav 
p3rdE3 JO AVopin-333j 345 03 43343 siqx ‘sAspno siq pire su3n33J 
S14 ps p33nsE30i 34 43r4Av in 3ran 343 ApE3ii3Bu seav 4314^1 'ppS 

/3///qDJSl// SJ/ JO S/JA3 31/3 pUD pJ0pUD3S J3A//J 31/1 


History of Indian Currency and Banking , , , 


Servants were compensated to the extent of thcdiiference at the 
cost of the Indian Exchequer * This relief was, comp^atively 
speaking, no relief to them. The official or the warrant rates of 
exchange, though better than the market rates of exchange, were 
much lower than the rate at which they were tised to ihakc their, 
remittances before 1873. Their burden, like that of the Govern- 
ment, grew with the fall of silver, and as their burden increased 
their attitude became alarmist. Many were the memorialists who 
demanded from the Government adequate compensation.for their, 
losses on exchange.! The Government was warned ? that ' - 

**the igaoraac folk who dunk India would be benefited by^ lower- 
ing present salaries are seemingly unable to comprehend that, 
such a step “would render existence on this reduced pay simply 
impossible, and that recourse would of necessity be had to other' 
- methods of raising money- ” ^ ' 

Such, no doubt, was the case in the eailier days of ie East 
India Company, when the Civil Servants fattened on pickings 
because their pay was small,! and it was to put a stop to their" 
extortions that their salaries were raised to what appears an' extra- 
ordinary level. That such former instances of extortions .should 
have been held out as monitions showed ,too well how discon- 
tented the Civil Ser\dce was owing to-its losses, through exchange. 

Quite a different efiect the fall had,oa the trade and industry 
of the country* It was in a^flourishing state as compared with the 
affairs of the Government or with the trade and industry of a 
gold-standard country like England. Throughout the period of 
. falling silver there was said to be a progressive decline relatively to 
' ^pulation in the employment afforded by various trades and in- 
dustries in England. The textile manufactures the iron arid 
- coal trade were' depressed as well as the' other ' important trades. 


*C£, F. S. 1SS7-3, jjp. 39*^0. This cost 'vvas as follovrsi - - 

‘ im-js , , . , ^ 5,^0,000 ' assS'SS ^ . ju. 4 . 00,000 

1SS445 . Xs. 18.43,000^ im-^7 . . JU 5,15,000 

f Cu Rjrficrt of tnc Currency Carxrtilfcc, 1593, I, pp* 1S5-90 and p. 202, 
far o£ the European CiyU S^rvxinis. ’ ^ 

I Cc. Cot of the Rupee ; /// Effect cn the 

Offzchl — shc,Wrons ct:d the Remedy, IjoodoQ, 1887, p. 14. , ' 

‘ §Th&.toa:iectioa beuve^ the. rapaebus coadua ct the early Huropcaa CivU 
arid the saloncs was^ wcU brought out hy , Clitc in Hs 

spirva hlarcn 30, 1772, duriag the^ course of the debate in the House of Com- 
zKons ca tnc East India Judic^c Bdl, Vol XVII, pp. 33-,^39, 

52 . ^ ' 


, _ , - OC. 4081 J" UP>B kJ 

- pupisus at tio uoasmtaoo jvXo^\3y, (o uo,}>)j jeatj | 

. 'fiSfit- ’0 ‘W ;vrtf 'iCJjsiipui puB spBJZ fo tiop'njjBQ uo uopiitutuop jeXo^ 

jy/ fo /JodBn tn yoqqn-^ par 'sqntiH ‘JsJinj 'nsAtJona JCq'wo*^ , 


\ *8691 30 w/«« 

-«03 /iBOBJino usipuj Dp 'fo }joi}B2!‘o^i oj (2 par i -soj^) jj jnpnsddv uibjj, . 


S^O'SSI'f^ 

8£8'09X''in 

86-1681 

X«6‘t-01'89 

8X-0‘I80'9i 

18-0881 

9S8'606'86 

^ss'oss'zoi 

16-0681 

86S'I88'88 

I19'm‘69 

'08-6i8l 

066'9S9'98 

0Z£'99S'S0I 

06-6SSI 

Sf-S'L98'1’P , 

m'6l6‘f’9 

6£-8£Sl 

LZf'SSZ'eS ' 

6z,8'888'86 

68-8881 

Xi-9'618'8S 

fZe'SSP‘L9 

8£-Lm 

S9f‘0S8'SL 

6£S‘8X'r26 

88-A881 

l8A‘9i8‘8X’ 

68£'8I-0'99 

LL-9L8\ 

{OLQ'Om'ZL 

.£89‘06r06 

i8-988l 

8£8‘86l‘t'I’ 

t88'l68‘09 

9L-9L8\ 

999'S8X'Ti 

20S'686‘t’8 

98-S88I 

091‘898'f'X' 

6^9't86'£9 

98-t-i8l 

693‘I6c'69 

^86'e2Z‘c8 

S8-f88I 

89S'SI9*68 i 

TS0'0I6‘99 

U-8L8^. 

lI8‘Aer89 

A68'98T‘68 

1^-8881 

0l8'l8f'‘98 

8f8■8^9'99 

eL-ZL8l’ 

898'8X'9'S9 

38I'A8S>8 

88-8881 

899'S99‘8X^ 

9A8‘989>9 

ZL-mi 

SSr9S{’'09 

86l'890‘88 

88-1881 

1 8f'6'8l6‘68 

196'999'A9 i 

iL-om 

*>1 

^s^odtui 

•s:jJ0(Jx3; 


! 

‘H ' 
*s;xodx3 * 



,:{aansvHax onv HziaNVHoaaK Hioa) sxaoaxa onv siaodKi 


Aix a-iavx • , . , 

JO Aoijod 3STUopo3jojd 9tp 05 SuTMo 'sdnoiS Stnpdrao>doa ^Avs 
OJ os ‘ 3 J 3 M. ptrcjSag pire Eipnj ‘Q^gl ^°Pd ‘^Sireijo pimojojd 
V SuToSjapun atutj araas atp 5E os|b seav' satxjsnptn ja;j jo ajnjEU 
atp 3nq ‘SursBajam uaaq Btpui jo apcxi ' aqj- paq ,A|uo 501^ 

'AIX UMOqS ST SB 

‘apnjTuSEra jraxp ur pajqtrop unqj ajora Axuinoa aq? jo siJodxa puB 
sjjodun {Bjoj aip sjboA Atuoavi jo aacds jjoqs axp StiTjnQ *aaEd 
ptdBJ B 5B agtreqaxa SoijjBj aqr jo poriad aqj jnoqSnojqj .AVOiS 
OJ paninjuoa pnB 'o^gj jajjB XauEXonq JajBajS paAvoqs ‘j:b^ pAi^ 
tiBaijaray aip Siqjnp dn paatmoq psq qatqM ‘XxjTifioa aip jo 
apBU TiSiaioj aqx •Ajjsnpui puB apBjj uEipuj xjjiav asBa aqj sbm. 
asjaAaj aqj jsttJ |„*A\aTA jo axqod lEJtrjjnauHB ttc thojj XjojaBjSTjBs 
^yoqA^ aqj uo aaaAA „ ^ggj aatns suosBas aqj jBqj jobj aqj SuipuBjs 
-qjTAMon srqj poB ,/juasqB Apjijua aq oj piss aq xrea [xioissajdap 
aqj JO sjaaga axp] q^iqAv xn Ajjxinoa aqj j'o jisd Atib oj jmod oj 
ajqBtm,, awAi iQm jo siauoissturaiOQ aip jBip pBaidsaptAV os’^aj. 
ajtnj[naijSB qsqSog in ubissajdap aqx ^’saijjsnpin jotnra jo apnj 
'Pjmxi B puB ‘jadBd ‘jaqjBaj 'ssbjS ‘aiBAAuaqjiEa jo sajmjaEjnuEui 
aqj 'uopuoq ptiB '{oodiaAiq ‘qaoqaaiQ jo Scquqaj-JE§ns aqj ‘ppq 
-jaqS puB raBqSinxiiqg jo sajrrjaBjnoBta ajBMpjBq aqj Surpirpm 

/jJIiqDjsuj sj! JO sjiAs aq? puo pjppuojs JdAUS ^U - 


History of Indian Currency, and. Banking- - . /. ' . 


4- 

6 

7S 

07 

rt 

o 

w 

H 

Total, 

OOOOOQOOOOOOOOOQ ’ , 

O O O O O O O O'O o o o o o o o 

r-tt-HT— »r«-<r-<T*ir— <•»— 


p 




o . 

> 

*W1 

'y 

X 

y 

a1 

S V 

01 

SI 

*1 T5 

CJ 

i-< i-< CO O O 1~< tN CO 05 O O CO 

t/3 

H 

O 

P4 

w 

a 

in 

- H 

U 

o 

« 

W 

Food 

Articles. 

O^CD^OOCO 

■^i^U3-^'«S<*^-'r'^COCOCOCOCOCO-^T4icO 

*0 

Q' 

O 

cn 

■ 

is 

■^COCDcb CO 05 TjJ 

^COCO'CO'^^^COCOCOCO’tJ<«^>£4<^tO 

a 

's 

.a 

w 

p 

Manufac- 

tured 

Articles, 

»o a> CO o lo 05 ^ ' 

o ^ ^ ,4 o O 1 -i 05 o4o 505C50I>-»0>-^ 
CnC50G30500C50Cn05G5C5C5CnG5 

*— < 

in 

O 

)f Treasure. 

Total, 

OOOOOOOOOOOOOQOO 

oooooooooooooooo 

r-4 »— t ^ »"< r-4 ^ r-4 •*« ,*4 v-4 »— i *-4 r-< 

s 

o 

'u 

& 

U5 

t: 

o 

H 

w 

<3 

tn -M 
yj w • 

\ ^ ^ ^ ^ ^ ’ 
05COCOCOG00505^»-<t-<c5c^05 05 C4C^ 

' ^ 

^ s 

CQ 

a u - 
a -zz 

lOO«CO coco CO / 

w^tcoCiococ5aio5c>^r-I-^o*^co " 


w 

O 

c 

o 

Ji 

rt o 

couo i>o5 c5 ' ^U3 iq CO co-:^ " 
^ m o CO CO 05 00 'c5 00 co co o « ui ^ . 

COCO'^*^T5*totOCOCOOV3t/3COCOCOCO 


n 

X 

5 

“ 0> 

' ^ =3 &r§ 

C 3 C 
#2; ^ 

' mt^co uoo5i,-' CO'^^'CO 

*-t<OCOlOuJiOCO*^CO’^'^"»3*'^’^COCO^ 




c<oooo^c5co'^iocorvcoa50i-*o5 
m<mncocD<ococo<oc£?cococoD^r>i>i 
' cocococooocooooooooococococcooco 

yy r*4 y^ y^ r*« y^ r*t y^^y>4 y^ yy yy yy 






\ ho figures for India are calculated iroin tho S/cifisdcal Absimei for British Xiididt Sscond iXnmhev (185771366), Table No, 34, 
md the Eighth Number (1864-1873), Table Ko 24. Figures for England are taken from Appendix C (Statement 6) to the 
■IcpQfi of the Royal Commission of the Depression of Tyadc and Industry, 1885, with this alteration— -that, the separato figures i« tiio , 
)riginal under JManufactufcd^ and ‘‘ ParUany Mamifactocd ’* are here gromied under ** Manufactured.** Tho 'MJuclassifiecj 
Vrticks V under Indian Exports arc for the most part ** -Jewellory.’* i '\ “ * ‘ ' v ^ . 
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TABLE XVII 

The Deveeopmekt of If!Oiak Corrox Tuaue axo IxoosaTiY 
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61,835 
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Another industry which figured largely in this expansion o£ 
Indian manufactures was jute. Unlike tlie cotton industry of 
India, the jute industry was of a comparatively recent origin. Its 
growth, different from drat of the cotton industry, was fostered 
by the application of European capital, European management, 
and European skill, and it soon took as deep roots as the cotton 
ini^ustry and flourished as well as the latter did, if not better. 
Its history was one of continued progress as will be seen &om 
Table XVni. 

This increasing trend towards manufactures was not without 
its indirect effects on the course of Indian agriculture. Prior to 
1870 the Indian farmer, it may be s;ud, had no commercial out- 
look. ^ Pie cultivated not so much for profit as for individual self- 
sufficiency. After 1870 farming tended to become a business and 
crops came more and more to be determined by the course of 
market prices than by the household needs of the farmer. This 
is well illustrated by figures in Table XIX. 

Such was the contrast in the economic conditions prevalent 
^ '^outitries. This peculiar phenomenon of a silver- 

. country steadily progressing , and a gold-standard 
country tending m a standstill, exercised the minds of many of its 
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ills case, was supposed to be the falling exchange.* So much - 
were some people impressed by this view that even the extension 
of the Indian trade to the Far East was attributed to this cause. 
Already, it was alleged, the dislocation of the par of exchange be- 
tween gold and silver had produced a kind of segregation of goldr 
using countries and silver-using countries to the exclusion of each 
other. In a transaction between two countries using the same 
metal as standard it was said the element of imcertainty arising 
from the use of two metals varying in terms of each other was 
eliminated. Trade between two such countries could be carried 
on with less risk and less inconvenience than between two 
countries using different standards, as in the latter case the un- 
certainty entered into every transaction and'added to the expense 
of the machinery by which trade was carried on. That the Indian 
trade should have been deflected to other quarters t where, owing 
to the existence of a common standard the situation trade had to 
deal with was immune from uncertainties, was readily admitted. 
But it was contended that there was no reason why, as a part of 
the segregation of commerce, it should have been possible for the 
, Iiidian manufacturer to oust his English rival from the Eastern 
markets to die extent he was able to ;dp’(ree Table XX, p. 101). 

The' causes which effected mch trade disturbances formed'the- 
subject of a heated, controversy.! The point m dispute was 
. whether the chariges in international trade/such as they were, were 
-attributable, to the rnonetary disturbances of the time. ' Those who 
_ held , to the'.affirmative' explained their position' by arguing that 
j the falling exchange gave a bounty to the Indian producer and im- 
‘ posed a.peiialty-on the English producer. - Thebxistence of this- 
bqiinfy, which was said to be responsible for. the shifting of the, 
position of established competitors in the field of international 
commerce, was based on a sixnple calculation. It was said that if, 
of silver fell the Indian, exporter got more rupees 
for- his produce, and was therefore better off, wltile by reason of 


r,'r. of the Royal Commission on Gold and -Silver Part I, pars. 

^99-101, for a summary or'the argunl^'u V 

tThc- clistn^tfon^ of -IndiM, trade during ihU poriod was as shown on the page 99 


^val C if' n r- ,1 ty Profs. MarshkU and Nicholson before ibt 

Commsssron on and.Sdver (1886)-, also Pfof. Le=ds. 'TThe Agio' on Gold 
Intemanonal.Tmde,--m:&eEeo„on„V Yol. V, ^ 
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.the same fact the English producer got, f<yver sovereigns and was 
therefore.worse off. Put in'this naive form, the argument that the 
falling exchange gave a bounty to the Indian exporters and im- 
posed a penalty on the English exporters had all the finality of a 
rule of arithmetic. Indeed, so axiomatic was the formula 
regarded by its authors that some important inferences as to its 
bearing on the trade and industrial situation of the time were 
drawn from it. One such inference was diat it stimulated exports 
from and hindered imports into the silver-using countries. The 
second inference was that the fall of exchange exposed some 
English producers more tlian others to competition from their 
rivals in silver-using countries. Now, can sudi results be said to 
follow from the fall of exchange? If we go behind the bald 
statement of a fall of exchange and inquire as to what determined 
the gold price of silver the above inferences appear quite un- 
tenable. That the ratio between gold and silver was simply the 
inverse of the ratio between gold prices and silver prices must be 
taken to be an unquestionable proposition. If therefore the gold 
price of silver was falling it was a counterpart of the more general 
phenomenon of the fall of the English prices which were 
measured in gold, and the rise of the Indian prices which were 
measured in silver. Given such an interpretation of the event of 
the falling exchange, it is difficult to understand how it can help 
to increase exports and diminish imports. International trade is 
governed by die relative advantages which one country has over 
another, and the terms on which it is carried on are regulated by 
the comparative cost of articles that enter into it. It is, therefore, 
obvious that there cannot be a change in the real terms of trade 
between countries except as a result of changes in the comparative 
cost of these goods. Given,. a„fall...in gold prices a/l rounds 
accomp^ed by a ris^m ji|ver.prices dl rowfi^'tEefe'was jrarBly 
any thing Jn.the,mbhetary.ilisturbance that-could-be said- to have 
..enabled -India to increase her exportation of anything except by 
diminishing. her. exportation'.or. increasing. her. Jmportation of 
something else. < From the same view of the question of the fait 
ing exchange it follows that such a monetary disturbance could 
not depress one trade more than another. If the falling or rising 
exchange was simply an expression of die level of general prices, 
then the producers of ail articles were equally affected. There 
100 
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fallen, yet the ratio which gold prices in England bore to silvtj 
prices in India had fallen more, i.e. the price he received for his 
product was smaller than the outlay he had incurred. It is not 
quite established whether silver had fallen in Emope before it 
had fallen in India.* But even if that were so the possibility of 
a penalty through the fall of exchange proves that the boxinty, 
if there was any, was not a bounty on the export trade as such, but 
was an outcome of the disharmony between the general level of 
prices and the prices of particular goods and services within the 
country, and would have existed even if the country had no export 
trade. 

Thus the bounty was but an incident of the general depre- 
ciation of the currency. Its existence was felt because prices of 
all goods and services in India did not move in the same uniform 
manner. It is well known that at any one time prices of certain 
commodides will be rising, while the general price level is falling. 
On the other hand, certain goods will decline in-price at the same 
time that the general price-level is rising- But such opposite 
movements are rare. What most often happens is that prices of 
some goods and services, though they move in the same direcdon, 
do not move at the same pace as the general price level. It is 
notorious that when generi prices fall wages and other fixed in- 
comes, which form the largest item in the total ouday of every 
employer, do norfall in the same propordon; and when general 
prices rise they do not rise as fast as general prices, but generally 
lag behind. And this was just what was happening in a silver- 
standard country like India and a gold-standard country like 
England during the period of 1873-93 \see Chart IV). Prices had 
fallen in England, but wages had not fallen to the same extent. 
Prices had risen in India, but wages had not risen to the same 
extent. The English manufacturer was penalized, if at all, not by 
any act on the part of his Indian rival, but by reason of the wages of 
the former’s employees having remained the same, although the 
price of his products had fallen. The Indian producer got a 
bounty, if my, not because he had an English ‘'rivaPto feed-upon, 
but because he did not have to pay higher wages," although the 
.price of jiis product had risen. - 

•S« HJ/f-ir, Chap, IV. 
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duced by it. Far more disturbtog than faU were the fluema- 
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countries will be limited in extent if the two countries have the 
same standard of value. Where there^ is no such coupon 
staadard of value the limits, though they exist, are too indeniutc 
to be of much practical use. The rupture of the fixed par of 
exchange, having destroyed a common standard of value between 
gold and silver countries, removed the limits on the exchange 
fluctuations between such countries. As a result of such viuia- 
tions in the value of the standard measure, trade advanced J>y 
^‘rushes and pauses,” and speculation became feverishly active. 

That progress of trade depends on stability is a truism which, 
seldom comes home until it is denied in fact. It is difficult to 
appreciate its importance to healthy enterprise when govenment 
is stable, credit is secure, and conditions are uniform, ^d yet so 
great is the handicap of instability tliat everywhere business 
have been led by a variety of devices to produce stability m 
domains enveloped by uncertainty. Everywhere there have 
grown up business barometers forewarning business men of im- 
pending changes and so enabling them to forearm against them 
by timely changes in their operations. The whole of insurance 
business is aimed at giving stability to economic life. The neces- 
sity which compelled all regularly established Governments to 
maintain standard measures by which the true proportion between 
tilings as to their quantities might be ascertained and dealings in 
them regulated with certainty was motivated by the same purpose. 
The meticulous precision with which every civilized coun^ 
defines its standard measures, and the large machinery it main- 
tains to preserve tliem from deviation, are only evidences of the 
great importance that an economic society must continue to attach 
to the matter of providing precision of expression and assurance 
of fulfilment with regard to the contracts entered into by its 
members in their individual or corporate capacities. 

Important as are the standard measures of a community, its 
measures of a community, its measure of value is by far the most 
important of them alL^ The measures of weight, extension, or 
volume enter only into particular transactions. If die pound, the 
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CHAPTER rV 


TOWARDS A GOLD STANDARD 

The establishment of stable monetary conditions was na^^Iy - 
enough dependent upon the restoration of a common standard 
of value. Plain as was the aim, its accomplishment was, by no' 
means an easy matter. Two ways seemed at first to be open for- 
carrying 'it, out in practice.. One was to adopt'a common metal, 
as currency, and since all impwtant countries of. the world had , 
gone , over to the .gold- standard it meant the silver-standard 
countries should abandon their standard in favour of gold. The 
other w as to let the gold and silver standard countries keep to 
their~eurrencies and to establish between them a fixed ratio of 
exchange so as to make the two metals into a common standard 
of value. . , , , 

' . The histo:^ of the agitation for the reform - of the Indian 
currmcy is a history of these two ndovements. The movement for 
the introduction of a gold standard was, however, the -first' to; 
occupy the field. .The failure of the itotification of 1868 may be 
said to have iiiarked the failure of a policy, but the movement 
for a gold - currency in India stated in the sixties was not alto- 
stamped out of the country. That the movernent still had 
lire m it is shown by the fact that it was revived four years later 
, _ y bir R. Temple, when he became the Finance Minister of India, 
m a memorandum*; dated. May 15, ,1872.; The importi^t' parti-' 

. cu ^ m which he differed from his predecessors consisted in the 
tact that whiic.ihey all aimed to make the British sovereign the 
tha^'^S’^ the, gold .oirren'cy in India, he desired to give ' 

deccslrf gold. coin, the.‘-mohur.” Why his pre- 

' rS tbe . when' the problem of correctly 

' so much h a 

‘ tt-is recalled that the In dian Mints had .been 

of Appaidnr I, No..I2. to' the Rtpari oj the Mha Currency Committee ■ 
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“the character of the remedies indicated,' i£. the disturbance is 
found to be due to a rise in the value of gold, will obviously differ • 
from what would be suitable in the case of a fall in the value of 
' ■ silver.”* ■ ' . . 

Out of these possibilities what seemed to it to be proven was. 
that “gold had risen in value since March, 1872,” ^d therefore 
if 'any"reform“'Was >to be-eflEected it should fall -.upon the gold- 
standard countries to undertake it. Situated as the, Governm^t, 
of India then was, it could have suffered itself without inctirring 
much blame to be hurried into some kind of currency reform that 
promised to bring relief. To have refused to allow the exigencies, 
of a crisis to rule its decisions on such a momentous -issue as the, - 
reform of currency, need not imply a spirit of obstinacy. Oh th,e 
other hand, .-it bespeaks a spirit of caution which ho -reader of- 
that illuminating despatch of October 13, 1876, conveying to 
the Secretary of State its decision to wait and watch, can fail_ to 
admired But it is hardly possible to speak in a similar copimen- 
datory . manner of the underlying attitude of the Government of- 
India. Whether it is possible to hold that gold had appreciated 
but that silver had not depreciated may be left for logician to 
decide upon. But for a silver-standard country to refuse to under-. 
' take the reform of her currency system on the plea that it was gold 
that had appreciated was- no. doubt a tactical error. - In military 
matters there is probably imeh a thing as depending on a posidon; 
but in currency. matters there cannot be such a'thing. The reason- 
is that in the former strength sometimes lies in the -weakness of 
the other. But in the case of the latter the weakness of one 
becomes the -weakness of all. There .can be no doubtj therefore, 
^that the Government,- in discarding its, responsibility to do the 
|ncedful in -the matter, committed the same kind of mistake as, 
, man who, in die' words of Prof. Nicholson, “should suppose 
-diat the ship cannot sink because there is no leak in the particular 
iabin in which he'happens to deep.” - ' / 

■ attitude of inaction .was, unwise was soon brought 

hotne to the Gdvernihent of India. Withiri;a short space of two 
years it was obliged to reconsider the position taken in ,1876,' In 
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rejected in 1876 by the Go\eriinicnt o£ India * . . appears to us 
to call now for a closer examination, 

25. This suHitestion in its main features is, that the Coinr 
age Act shall be so far modified as to withdraw the free right 
of the public to take siKer bullion to the hfint for coinage, and 
cither to suspend it entirely in future, or limit it for a time. 

*‘26. It is obviously an essential part of any such scheme, 
if it is to have the effect of fixing the exchange value of the rupc^ 
that the power of obtaining that coin in future shall be regulated 
in some manner by a gold payment, and that the relation between 
sterling and rupee currency shall thus be fixed irrespective of 
the fluctuations in the relative value of the metals of which the 
coins are formed. 

“ 27. It is not, on the other hand, an essential part of such 
a plan that any particular relation of value should be thus fixed 
at two shillings ... or at any smaller or larger proportion. All 
that is necessary is that the rate, being once fixed, shall remain 
for the future unchanged. 

* * sfr 

“ 33. Probably the most important question is . . . wheth^ 
or not it is practfcable to maintain a silver coinage as the princi- 
pal element in our currency, with a very limited gold coinage, 
or without a legal-tender gold coinage at all. The Government 
of India, in its despatch of 1876, expressed an opinion adverse to 
the possibility of maintaining such a system. . . . On a full 
reconsideration of this point, we are led to take the opposite view, 
and to think that such a system would be perfectly practicable 
and would lead to no material difficulty. It is true that there is 
no country in which such a condition of things actually exists. 
But those Countries, and there are many of them, in which an 
inconvertible paper currency exists or has existed, give proof that 
the far greater anomaly of a currency devoid of any intrinsic 
value whatever is capable of performing the work of a metallic 
currency satisfactorily, and of maintaining its local exchange value, 
so long as an excessive issue is only guarded against. 

^ tr 

“37. (Such) instances (as the British shilling and the 
French five franc piece) seem to show that neither in the way of 
surreptitious linage, nor of discredit from depreciation of 
intrinsic value, is it probable that there would be any serious 
difficulty ia keeping’ the rupee in circulation at its present weighty 
at a nominal value of two shillings, v/ith a gold standard and a 
partial gold coinage. 

^ * -sf 

“ 46. We are thus led to the general conclusion that it will 
without present injury to the community as a 
whole, or risk of future difficulties, to adopt a gold standard. 
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of success. But even this timid attempt did not fare well at the 
hands of the Committee^ appointed jo’mtl^' by the Secretary of 
State and the Chancellor of the Exchequer to examine and report ' 
upon the proposals. The members of the Committee were “un- ' 
animously of opinion that they cannot recommend them for the 
sanedon of Her Majesty’s Government.’’^ The reasons which - 
led to the rejection of the proposals we are not permitted to know. - 
Although the Reirort of the Committee was made public, the - 
proceedings haye never seen the light of day. Indeed, there has , 
been a most stern and obstinate refusal bn the part of the officials - 
to allow a peep into them. Why they should be regarded ^ • 
Confidential after a lapse oEncarly,half a century it is difficult 
to imagine. Enough, however, was revealed by Sir Robert Giffcn, 
who was a member of this Committee, in evidence before the 
Indian Currency Committee of 1898t for us to know the contents . 
of this closely guarded document. It seems that the Committee 
declared against the proposals because it thought they were cal- % 
culated to make the Indian currency a ‘hnanaged” currency. At 
the time when the Committee delivered its opinion tlic current 
prejudice was unanimously against such a system. All acknow- 
ledged writers on currency were pronounced opponents of an 
artificially /egulated system. § A naturally automatic currency 
was' their ideal. In atldidon to being misled by this prejudice,' 
the Committee' felt convinced that die situation would soon case ^ 

, itself by the natural working' of economic forces without necessi- 
tating a reform of die Indian currency. This conviction on tlie 
'part of the Committee was founded on the high autliority of the 
late Mr, Walter Bagehot^ that the disturbance could not but be 
temporary. His argument ,was that tlie depreciation would 


. ' ^It wa 5 compoicd of Louis -Mallet, ‘Edward Stanhojic, T. L. Scc^oibc, IL E. . 
.Welby, T.-H. Farrar, R. Cifl^cn, and A. I Balfour. ' ^ ^ 

- t Report of tbe Committee, see Commons -Papci C. 4868 of 1886, p, 26. 
tQ. 10,025-50. - ' > ' - A ' 

§ So novel was the idea at t^ dme Aat .the United Suici Monetary Com^sion, 
1876, was when some of the" witnc<tses, expressed, themselves in favour of 

- rcguladug the principal mclalHc unit of account in' the currency system of a- country ' 

,agcncy. See 44 Congress 2nd Session Senate Document, No. 705 
p. 47-48. - ' . ' . . T 


. Articles on the depreciation of Stleer/ and on Topics connected 

with lo^on, 1877; pp. 10, 55, and 80; also hi$ evidence before the Select Com- 
imtce on the Depredadon of Silver^ Lords >apcr 178 of 1876. Q._ l,3dl-l,450. 
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chase o£ silver in preference to other commodities. That this 
buying power would be used in purchasing silver because it was 
depreciated in Europe was theoretically an unsound assumption 
on the part of Mr. Bagehot. The deciding factor which could 
Jiave caused such a diversion of this residual buying power to the 
purchase of silver was whether it was appreciated in Tndia. Only 
on that condition could there have been a flow of it to India. 
But as matters then stood, it was the opinion of Prof. Pierson* 
that when the general depreciation of silver commenced all oyer 
the world, it had been forestalled in that part of the globe in which 
India lies. India was already glutted with silver. Under ordin- 
nary circumstances India would have sent back a large portion of 
its silver to Europe. But the general depreciation prevented her 
from doing so; and now there were two opposing forces, one tend- 
ing to produce an export of silver from India to Europe and the 
other tending to produce an export of silver from Europe to India; 
and, although the latter was the stronger of the two, the former 
was sufficiently powerful to prevent any considerable quantity of 
silver from being exported from Europe to India. If the Com- 
mittee was deceived in one part of its assumptions, it was also 
disappointed in others. Far from resuming specie payments in 
terms of silver, as Mr. Bagehot expected the coiintries then on 
paper b^is to do, they one and all demonetized silver to the gre^ 
disappointment of all those who adhered to the policy of ^*wait 
and see.’' 


The falsification by India and other countries of such antici- 
pations led to a change in the angle of vision of most of the 
Europe^^ countries who had theretofore shown no inclination to 
?? reducing the chaotic currencies to some 

vind or order. They were advised by eminent authorities not to 
hurry. Jevons said f 


We only need a Utde patience and a little common sense 
to surmount the practical difficulties. Within the next few years 
good harvests m India wUl, in all probability, enable that country 
to buy up aii our surplus silver, as it has been in the habit of 
Going, v.ith rare cxceptipns, since the time of Pliny * . . 
mtme yea^ any amount of silver could be got rid of without Ios< 
j LJ^ Qg sold gradually and caudousiy. ** 

t op. I>. 354. 
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overvalued coins. It is clcar^ that when the stock of a country’s 
currency is not equally good for all purposes it is relatively speak- 
ing in an unsatisfactory condition. Though good for internal 
purposes, these coins were useless for international payments. 
Besides making the whole currency system unstable and top- 
heavy, tliey could not be made to serve the purpose of banking 
reserves, which it is the prime function of a metallic currency to 
perform in modern times. The possibilities they opened for 
illicit coinage were immense. But what made their existence such 
a source of menace was the fact that a large proportion of the 
total metallic money of these countries was of this sort. The 
figures given by Ottomar Haupt in Table XXIII (see p. 125 prove 
sufficiently the difficulties that these countries had to face in re- 
gulating and controlling such a mass of token currency. 

If a gold-standard country like England had escaped these 
difficulties it was only to meet others equally embarrassing. As 
has been pointed out before, the continued fall of prices, the 
reflex part of the appreciation of gold, had produced a depres- 
sion in the trade and industry of the country never known before 
in its history. Apart from this, the monetary disturbances 
affected the yield on capital investment, the mainstay of so many 
of her people, by reducing the field for its employment. Said 
the American Commission: — * 

“Withia twenty years from 1877 to 1897 , it could probably 
be correedy stated that the power of money ta earn dividends 
was reduced to one-half, or in nearly that propordon. That 
reduction of the earning power of capital affected injuriously 
everybody who depended upon investments for a living. h 
affected also the profits and enterprises of the captains of industry 
and the kings of finance. In England and in' France the pnee of 
Government securities rose to a point which made it no longer 
possible for the man of small means to invest in them and acquire 
an adequate support during his declining years,”f 
It is. of course, open to doubt whether the conclusion drawn is 
the right one. But the fac t remains that owing to monetary dis- 

Cf, the speech of ProL Pierson, Delegate of the Netherlands at the 
naboaal Monetary Conference of 1581, <?/ Me Dchgati^f of the VmUd 

Slates^ Cmcmnan, 1881, pp, 77-84. 

f Report on the Introduajon of the Gold-cxchangc Standard into China 
other Sihcr-using Countries by the Commission on International Exchange 5Sth 
Session, House of Represenuuves Document, No. 144. Washington^ 

1503, p IQl, 



The hgures are as given “by Ottomar Haupt (Txincion ; Eflingluvm, Wilson & Co., 1S92, p. 160). 
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turbances the field for the investment of English capital had 
become considerably restricted. And, as a way of getting a living, 
capital investment was an important resource to the English 
people. 

To mend such a situation dierc were convened one after 
another three International Monetary Conferences to establish a 
bimetallic par between gold and silver. The first International 
Monetary Conference was convened at Paris in the year 1878 at 
tlie invitation of the United States. The second met at the same 
place in 1881 at the joint call of France and the United States. 
The tliird and the last assembled by the wish of United States in 
Brussels during the year 1892. 

From the gravity^ of the situation nothing could have been 
more natural than to e.xpect these Conferences to fructify into 
an agreement upon the consummation of the project for which 
they were called into being. Bur, far from reaching any agree- 
ment, the deliberations of these Conferences proved to be entirely 
futile. Only the second Conference showed any sign of agreement. 
The first and the third marked a strong deviation in the opposite 
direction. The advance, if any, that was made, as a result of 
these deliberations, was summed up in the pious opinion that it 
was necessary to retain and enlarge the monetary use of silver. 
But so weak on the whole was the response that practice failed 
to testify as to the sincerity of this solemn declaration. 

The reasons for the failure of these Conferences to reach a 
bimetallic agreement have not been properly understood. One 
caimot read the debates on bimetallism at these Cofiferences with- 
out observing that the opposing parties approached the subject 
with different objectives. To one the principal objective was the 
maintenance of a stable ratio of exchange between gold and silver 
irrespective of the question whether one or both remained in 
circulation; to the other it was the maintenance of the two metals 
in concurrent circulation. As a consequence of this difference 
in the lines of their approach an agreement on a bimetallic project 
became wellnigh impossible. 

The workability of bimetallism in the sense of maintaining a 
stable ratio between gold and silver is necessarily an indefinite 
proposition. Noncdielcss, it cannot be said, if the debates at 
126 
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Marshall, consisting of paper based on a linked bar of gold and 
silver in certain fixed proportions, * having the object of convert- 
ing tlris “either-metallism” into double-metallism. But such 
schemes apart, the free-mintage-cum-fixed-ratio plan of bimetal- . 
lism gave no guarantee against alternation in the circulation. 
Indeed, imder that plan the alternation is the very soul of the 
mechanism which keeps the ratio from being disturbed. The only 
thing the bimetallists could say in mitigation of this was that! 
the alternation in currency would confine itself to bank resen'cs 
and would not be extended to the pockets of the people’. This 
was only an eyewash,? for how could the banks arrange their 
reserves except in conformity with the prejudices of the people? 
Even international agreement to use gold and silver at a fixed 
ratio was no guarantee that this concurrent circulation would be 
maintained. Stability of ratio did depend to a large extent upon 
an international agreement, for, although it could be maintained 
by the action of one nation, the deviations of the ratio in that case 
would probably be greater. But mere International agreement 
has no virtue of itself to prevent one metal driving oat the other. 
To suppose that Gresham’s Law is powerless under international 
agreement is a gross mistake. Gresham’s Law is governed by 
the relative production of the two metals to the total currency 
needs of the movement. Supposing the production of one oKtal 
relatively to the other was so enormous as to more than suffice 
for the currency needs, how could international agreement 
prevent the former from driving the latter entirely out of circula- 
tion ? On the other hand, international agreement, far from 
discouraging, would encourage the proc&s. 

In adopting bimetallism, therefore, the nations had to make 
a choice between a stable ratio and a concurrent circulation, for 

* Ct Conicmporary Revteur for Kfarch, 1887. ft U mtcrcstmig to nofc that csKO* 
tiail) iht; same plaa was suggested 115 >car4 before Prof- fvfarshali hy Jamc^ Scc^vart 
when las advicc was sought t> the East India Company as lo the tntdrod of rcformuiK 
the then chaotic currcnc> of BengaU He refrained from pressing it upon the 
because he thought ‘^mankind sverc not all philosopher?.” Cf. his TrijJCipies of Money 
as applied io the Present State of the Coin of Bengal (2nd Edition* 1772), pp. S-Iil 
cf. also William Ward* On Monetary Derangements, in a Letter addressed- to the 
VroprsesoTs of Ban\ Stocks London* 18-10* p. 8. 

fee Fox well, Oxford Eeononie Bevieu^, 1895* VbL HI, p* 297. 

the reply hy Prof. Cannan, tBtd ^ p. 457, 
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truly said, waxed and waned with the changes in tlie volume of 
their gold reserves.* In 1878, the United States took the lead in 
calling the Conference because the working of the Bland Allison 
Act checked the inflow of gold necessary for its cash payments. 
Germany was indifferent because she had enough gold and was 
confident of selling off her demonetized silver without loss. In 
1881 France and Germany showed more .anxiety for reform be- 
cause the former had lost dl her gold and the latter was unable to 
palm off her silver. By 1892 none was so poorly supplied with 
gold as was the United States, largely as a result of a reckless 
policy which did her harm without doing good to anyone else, 
and she was therefore left alone to support the cause of silver. 


Possessed as almost every Government was by this prejudice 
for gold, it was not an ineradicable prejudice. What the countries 
wanted was a lead from an influential nation. Throughout the 
debates at these Conferences one thing stood out very clearly. If 
England could have brought herself to adopt a bimetallic system, 
others, like sheep, would have followed suit. But she was too 
much wedded to her system to make a change, witli the result 
that bimetallism, as a way out of the currency difficulties, became 
a dead project. The vanishing of the prospect of re-establishing 
the bimetallic system as a result of her obstinacy w'as a small 
matter to the European countries.' They had virtually made gold, 
the international form of money, as the basis of their currency, ' 
and were therefore quite indifferent as to the issue ; but it was a 
terrible blow to the hopes of India. After the proposal of 1878 
had been turned down, bimetallism was considered by the Gov- 
ernment of Ihdia as the remedy, and its advent looked forward 
salvation. It is true that in the beginning of bimetallic 
discussions the attitude of the Indian Government w.os rather 
lukewarm. In a despatch dated June 10, 1881,t to the Secretary 
or State, it was revealed that the Government of the time was 
divided m its opinion regarding the merits of bimetallism. The 
Viceroy and another member of Council refused their support on 
the gromid that bimetallbm was unsound in principle,^ and even 
me majority who thought differently on this aspect of die ques- 


/ * I'-i InUTKiUonal V.onttiyy Con- 

18.1 a 3229 of isaz. p. 71 op. ci,:, pp. 37^-5. 

t P P C. 3-29 o: 18S2, p. 33 et jcq, p. 37. 
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nations that Britain was not taking her share in the matter of 
rehabilitating silver.’*‘ This was not the only advantage exacted 
from a country bound to obey. On the one hand it restrained ^e 
Government of India from taking any independent line of action 
in the matter of currency reform, and on the other such means 
as were calculated to m^e good the losses which arose from a 
depreciating currency were subjected to Parliamentary censure. 
The House of Commons was twice moved, once in 1877 and 
again in 1879, to resolve that the Government of India should 
lower its tariff, ostensibly in the interest of free trade, but really in 
the interests of relief to the depressed condition of Lancashire. 
The consequence was that the Government could not tap one 
important source of its revenue in times of its greatest adversity. 
The only adequate recompense, the British authorities could have 
made to a Government so completely paralysed by their dicta- 
tions, and of whose interests they so loudly claimed to be the 
lawful trustees, was to have consented to join the bimetallic union, 
the consummation of which only waited upon their grace. But, 
as is well known, they did nothing of the kind, sa diat, after 'a 
period of enforced waiting and by no means unavoidable suffer- 
ing, the Government of India, at the end of 1893, found itself just 
where it was at the beginning of 1878. 


Like all common-sense people who pray and yet do not fail 
to keep their" powder dry, this interval was utilized by the silver- 
ridden countries, with the exception of the United States, in 
strengthening their gold basis no less than in attending the 
dchberation of the Monetary Conferences on the amusing plans 
for extending the use of silver.! Mr. Goschen, at the Conference 
of 1878, had quite philosophically remarked that States feared to 
employ silver because of its depreciation, and the depreciation 
continued because the States feared to employ it. Now, if 
hrst part o£ the diagnosis was correct, we should have found the 
bt ^ seriously engaged in the task of rehabilitating silver when 

■n,, a Intnmarional Monetary Conference of 1878. 

Tort* American Delegates. Senate Executive Document, No. 58, 

rony-fifth Congress, Thud Session. Washington, 1879, pp. 50-52. 

fuggwKd at the Conferences TAc Report of the 
IS^3. -E « to the Imemanonai Monetary Conference of 1892^ WashiBgtofl, 
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the country. If it had been adopted in 1878, all the subsequent , 
additions to the currency would have been in gold, witli the result 
that by 1893 the proportion of gold to silver would have been 
arge enough to have endowed the whole currency system with 
T 1 stability in relation to countries on a purely gold basis, 
n 893 the mass of silver currency had grown to enormous pro- 
portions, so that it looked certain that it would take decades before 

t e stoppage of silver coinage could make the rupee a stable and 
secure form of currency, 

^ The plans showing a way out of an wipassc such as this were 
cgion. One was the issue of heavier rupees,^ The second was 
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mittce. They were said to be defective In one important par- 
ticular, and that was the absence of due recognition of the 
necessity of a gold reserve for the maintenance of the value of the 
rupee. Many people felt doubtful of the success of the proposals 
unless backed by an adequate gold reserve. But the Herschell 
Committee, after an extended investigation into the working of 
die curraicy systems of different countries, reported*: — 

* “It is impossible . , . lo review foreign systems of currency, 
mdiouc feeling that> ho\^c\er aJmirablc may be the precautions 
pof our own [English] currency system, other nations ha\e 
different systems which appear to ha\c worked without difficulty^ 
"‘and enabled them to maintain for their respective currencies a 
‘gold standard and a subsiantLal parity of c:schange with the 
^Using countries of tlic world 

with liidc or no gold The Commktec, therefore, was completely 
satisfied with the proposals of the Government of India, and not ^ 
only sanctioned tlicir adoption, t but added, by way of introducing 
a modification in diem, that 


*'Tl:c closing of the Minis against die free coinage of sihcr 
4 should be accornpanjed by an announcement that, though do-^d 
5, ID the public, tiiey wdl be used by the Government for 
^ coinage of rupees in exchange for gold at a ratio to l>e then ixstd, 
uy Jr* "Id, |icr rupee, and that at the Government Treasuries 
t will be received in saihfaciion o£ public dues ai the same raifo f 

Tbc?c I’ccoutmcucladom v:cxc c-urkii imo clTcct on fun; 
v.hich fyrms ss great a linJiuark in the history of 
currency .a tlut the year 18>S- Oit that date were promulg-t^*^ 
onci Ic.tjiLitnt' enactment and three executive notiiication'!, 
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History of Indian Currency and Banking 

gold, or sovereigns or iialtsovereigns at the rate of l5 rupees anii 
7 rupees 8 annas respectively. 

To give effect to the second modification introduced by 
Herschell Committee, there was issued a third NotificatiQDi 
No. 2662, to the effect that 

‘^The Governor-General in Council hereby aiuiounccs 
until further orders, gold coins and gold bullion will be 
by the Mint Masters of the Calcutta and Bombay 
ti\cly, in exchange for Government rupees, at the rate or ^ 
grs. troy of fine gold for one rupee on die following tondiUODi . ^ 

(1) Such coins or bullion must be fit for coinage* 

(2) The quantity tendered at one time must not be 

50 tolas. ■’ 

(3) A charge of one-fourth per mille will be 

gold coin or bullion which is melted or cut so as to rentier 
same fit for receipt into the Mint, 

(4) The iVEnt Master^ on receipt of gold coin or bullion 
die Mint, shall grant to the proprietor a receipt which 

him to a certificate from die ^fint and Assay I^fasters for ^ 
amount of the rupees to be given in exchange for such coin ^ 
bullion payable at the General (Reserve) Treasury, 

Bombay. Such certificates shall be payable at the ^ 
Treasury after such lapse of time from the issue thereof ns 
Comptroller-General may fi:c, from time to time. ** 

Before die policy adumbrated by these measures was earn 
to completion there came up a move for tlxe undoing of 
the failure of the International Monetary Conference of 1^92 ^ 
United States and France, two countries most heavily . 

wiA an overvalued stock of silver, opened negotuition with t 
Briliak Government,^ asking the latter to agree to certain ^ 
tions on the grant of which they were to open their 
hcc coinage of silver ar the ratio of iSYz to 1* These condiE^^ 
included i 

(1) Opening of the Indian Mints, which had been closed 
Uc free coinage of silver, and an undertaking not to mak<^ 
legal tender in India. 

^ one-fifth of the buUion in the Issue Departm^^" 

England in silver. ^ 

iar nyr, p. 3, 

m 
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in Fiance and being altered to the French ratio o£ 1554 to 1 in 
thii United States, hfdJa is to open her Mints to stiver to 
J^eep them closed to gold, and to undertake not to ma}{e gold 
legal tender, France and the United States would thtts be 
bimetallic; India would be monometallic (silver); whilst most 
of the other important countries of the woild would be 
monometallic (gold), 

^ ^ * 

‘‘The first result o£ the suggested measures, if they even 
temporarily succeed in their object, would be an immense dis- ^ 
nirbancc of Indian trade and industry, by the sudden rise from 
about 16d. to about 23d, the rupee. Such a rise is enough to kill 
our export trade, for the time at least , . . such an arrangement 
as is proposed is an infinitely more serious question for India than 
for either of the other two countries, for it seems clear that 
practically the whole ^ risk of disaster firom failure would fall on 
India alone. What would happen in each of the three countries 
if the ^ agreement broke down and came to an end? France 
possesses a large stock of gold, and the United States are at 
present in much the same situation as France, though the stock 
of that metal is not so large. It may be admitted that if no 
precautions were taken these gold reserves might disappear under 
the operation of the agreement, and in that case, if the experiment 
ultimately failed, the two countries concerned would suffer great 
loss. But it is inconceivable that precautions would not be takep, 
at all events, so soon as the danger of the depletion of the gold 
reserves manifested itself, and, therefore, it is probable that no 
particular change would take place in the monetary system of 
France or the United States, the only effect of the agreement 
being a coinage of silver which would terminate with the tcrinina- 
tion of the agreement. Thus the whole cost of the* failure, if the 
experiment should fail, would be borne by India, Here the 
rupee would rise with great swiftness, it would keep steady for a 
time, and then, when tiic collapse came, it would fall headlong. 
What course could we then adopt to prevent the fluctuation of 
the exchange value of our standard of value with the fluctuations 
in the price of silver ? We do not think that any remedy would 
be open to us, for if the Indian Mints were reopened to silver now, 
it would , . , be practically impossible for the Government of 
India to close them again, and even if they were closed it would 
only be after very large additions had been made to the amount of * 
silver in circulation. 

But soon after it had refused to be diverted from the goal it 
had placed before itself, namely the introduction of a gold stan- 
dard, it was faced with a crucial problem in its existing monetary 
arrangements. The rupee stock, the addition to which was 
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proposed by the Government of India, In their despatch dated 
March 8, 1898/ tlrey argued : — * 

Our present inicnuon 5s rather lo ixmt to automatic 
^ operations of uadc. The amount of coin required for the needs 
of commerce increases every year : and as we print no increase In 
the amount of silver com, we may reasonably expect that die effect 
of the increasing demand for coin will raise c>xhangc lo a point 
at which gold wdl flow into the country, and remain in cii^uladon, 

^ Tlic position \vill tlius become stronger and stronger as dmc go^ 
on, but at the beginning at least, gold wdl not b$ in circulation in 
the country to more than die extent necessary to secure stability 
of exchange. The mass of the circulation will be a silver 
dfculaiion, maintained at an appreoated value- (just as it is at 
present), and we can be content to sec gold coin remain Htdc 
more than a margin, retained In dreuiadon by the fact that its 
xcmiitancc out of the country could create a scarcity o£ coin which 
would have the tSict of raising the cxclKtngc value o£ the silver 
rupee in such manner as to bring It back, or, at the very' best, 
stop the outward emrent of remittance. We shall lui\c attained 
a gold standard under condtuons not dissimilar from those 
prevailing in France, though not a gold circulation in the English 
sense ; and this last may possibly not be necessary at alL’' 

Besides expanding the currency through the use of gold^ v 
tlicrc was also another mode of effecting the same object. It was 
urged tliat this increase of currency might as well take place by 
Government coining rupees whenever there arose a need" for ad- 
ditional currency.^ Though the Mints were closed, the Govern- 
ment, by Notification No. 2662, had undertaken to give rupees 
to anyone desiring to have them at the rate of 753344 grs. troy 
of fine gold per rupee.t The Government had only to give 
effect to that notification to augment tire currency to any extent 
desired. Prominent in the advocacy of this plan of expanding the 
currency were Mr. Probyn and Mr* A. M. Lindsay. Both claim- 
ed that the plan of the Government of India was defective be- 
cause, although it provided for tlie expansion of currency by 
making gold legal tender, it made the rupee entirely inconverti- 
ble, and thereby likely to defeat the policy of stabilizing its ex- 
change value. On the other hand, they deemed their plans to 
be superior to that o f the Government of India because they 

correspondence respecting the Proposals on Currency made by the Govern- 
ment of India, C. 88-10 of I85S, p. S. 

f See supra^ , 
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The London Office was to be kept in funds to meet drafts drawn 

OB it — 

(1) by borrowing in gold to the extent of five or ten million 
sterling ; 

(2) by the receipts realized by the sale of drafts on India 

(3) by the receipts realized by the sale of silver bullion in 
rupee melted down;"* and 

(4) when necessary, by further gold borrowing. 

The Indian Gold Standard Office was to be kept in funds to 
meet the drafts drawn on them— 

(1) by the receipts realized by the sale of drafts on London i 
and 

(2) by the coinage when necessary of new rupees from 
bullion, purchased by the London Gold Standard Office and sent 
to India. 

The principal point of difference between the scheme of 
currency advocated by the Government of India on the one hand 
and that put forth by Messrs. Probyn and Lindsay consisted in the 
fact that the former proposed to establish a gold standard a 
gold currency , while the latter proposed to establish a gold stand- 
ard without a gold currency. 

To adjudicate upon the relative merits of a gold standard 
with a gold currency and a gold standard without a gold currency, 
the Secretary of State appointed another departmental Com- 
mittee, under the chairmanship of Sir Henry Fowler. After 
\ taking a mass of important evidence, the Committee observed! 

\ ^ “50. On this scheme [of hlr. Probyn] wc remark that, 

while bullion may be regarded as the intcrnadonal medium of 
exchange, there is no precedent for its permanent adoption for 
purposes of internal currency ; nor does it accord with cither 
European, or Indian usage that the standard metal should "not 
pass from hand to hand in the comcnient form of current coin. 
No real support for such a scheme is to be drawn from the purely 
temporary provisions of ‘Peel's Ac^ of 1819, whereby, for a 
limited period, the Bank of England, a first step to the resump- 


*5 if. Xindwy comcnopljocd that ^hen the demand for gold drafts on London 
hteamo so great as lo md.catc the necessity, the volume of the rupee currency should 
^ Contracted by melting do*vn the rupees and selling the silver for gold to be deposited 
in the I/>ndcn *'Go!d Standard'* Othcc. 

'lEcport o£ the Comnnucc appointed to mqulrc into the Indian Cuixcncy, P. P. 
CX of p. 15^ 
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"take the necessary steps for making the British sovereign a 
legal tender and a current coin, and make preparations for the 
coinage of gold under the conditions suggested by the Com- 
mittee. ” 

The jSrst recommendation of the Commi&ce was given 
effect to by the Government passing an Act commonly called 
the Indian Coinage and Paper Currency Act (XXII) of 1899. 
That Act made the sovereign and half-sovereign legal tender 
throughout India at the rate of Rs. 15 and Rs. iVn respectively, 
and authorized the issue of currency notes in exchange for them. 

Along with placing the Indian currency on a gold basis, the 
Government was anxious to open a Mint for the free coinage of 
gold. But as the coin to be issued from the Mint was the English 
“ sovereign ” the Government of India was entirely in the hands 
of the British Treasury. According to the provisions of the 
English Coinage Act of 1870, it was necessary to issue a Royal 
Proclamation in order to constitute an Indian Mint a branch of 


the Royal Mint, a matter entirely dependent on the consent of 
the Treasury. It was the intention of the Government of India 
to announce the Proclamation simultaneously with the passing 
of the Act making the sovereign legal tender. Indeed it held 
back the legislation pending the arrival of the Proclamation,* 
and proceeded with it reluctantly when it was advised that there 
was likely to be “some further delay over the Proclamation 
owing to legal and technical questions.” The objections raised 
by the Treasury, though merely technical, at first seemed to be 
quite insuperable,! and had it not been for the conciliatory at- 
titude of the India Office the negotiations would have broken 
down. But the Treasury was not willing to give the project a 
chance. Just when a compromise was arrived at on tlie technical 
side of the question, the Treasury turned round and raised the 
question whether a Mint for gold coinage was at all necessary in 
India. The Treasury argued : — ^ 


“While espressing their satisfaction that an agreement has 
now been reached, my Lords think it desirable, before practical 
«eps ate taken to carry out the scheme, to invite Lord George 
jHlPiltonjo revIew^j^^Mgm nents origin all y advanced in fa vour 

• Cf. the. speeci, of the Hoa. Mr. Diwkioj on the Indian Coinage and Paper 
Currency Bill, dated September 8, 1899. 
t Cf. H. of C. Return ■195 of 1913, p. 14, 
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Tlic anxiety displayed by the Government was not, how- 
ever, on account of the want of a gold Mint. ' Indeed,' so slight . 
was its faith in the necessity of it that in view of the opposition, 
of the Treasury it gracefully consented to drop the propos^. 
What troubled it most was the peculiar position of the rupee- in- 
the new system of currency. Throughout the despatch of the. 
Government of India there ran a strain of regret diat it could,, 
not see its way to demonetize the rupee and to .assirhUatc the 
Indian currency to that prevailing in England. A general per- 
usal of the despatch leaves the impression that though it rccom-' 
mended the assimilation of the Indian currency to that of France 
and the United Slates, it did so not because it thought that tlieir 
systcins furnished the best model, but because it believed that, a 
- better one was not within reach. Having regard to the accepted i 
view of the French and the United States currency systems, itjvas 
natural that the Government of India did not feel very jubilant 
about its own. According to that view of the currency systems 
of these two countries, the position of the five-franc piece and, 
the silver dollar has always been presented as being very anoma- 
lous. Even so great an authority as Prof. Pierson was unable to 
assign them a place intelligible in. the oftliodox scitemc of classify- 
ing different forms of money.* ' In a well-ordered system , 
of gold standard of the brdiodox' type,' gold is the only metal 
freely coined and the' only one metal having full legal-tender 
^ power ; , silver,^ though coined, is coined only on Government . 
- account in imnted amounts, and being of less intrinsic value than 
its riominal value, is a limited legal tender. The former type of 
, coins are called standard coins and ’the, latter subsidiMy coins^ 

, and the two together make up. the ideal of a monometallic gold 
standard such as has' been established in England since 1816. In 
' a scheme of things like this, writers have found it difficult to, fit 
m the doliM’ or the five-franc piece. Their peculiarity consists 
. in the fact ffiat although their’ inUrinsic value is less than their- 
■ nominal value they have been.uiconverdblc and arc also unlimit- 
ed legal tender. It is owing to this anomaly that the title of gold 
standard: has been refused' to ffie American French currency 

^ 'Cf. nrindplci of E£onomict,,VoI. I, p.'-SW. 


148 



^ wy Xq Jdpu33 jTfS^j optva 3J5av s^ou “pucfSizs^ p 3 {trrg sqj* 

- . '082 'd ‘8161 “P^ P^2 U^idpuu^ ‘AV 'O I 

‘ • u ,?'/ "i': : ' . :u^ 

~ .8 -pZ6\ *V^X ‘tJopjddy *^Suv^:)X3uSpjo^ ;o *V '?D‘ ir- 

' p sui»i oqi Xq papnpxa Xf(wgp3tf* ?i at ji j^^pxna ]u33j aqu si ^tlPP •J5^n*-pqa watas 
^ 'SJOjeip J3A[v: joq luo^ m\odf japtraj-jcff^j f(nj aqj ‘^061 *I ^qojoQ 
p Mrj 3i|a Xq ‘X?AiB :^ooa Xotm»Q afcqa qarej p aurxv siip oa 5inA\o ‘"itfAi aj^ ' 

■Jfueq 3tp ^Btp panSjB sx jt ‘j3A3A\oq 'snjBA ojsxnnui j3JB3jS 

XpAXJBJBduiOD B SBq 31 OAVJ 3ip JO BSHBOsq J333B[ 3q3 XIBq3 J3333q 

3jqqoq ueo jsujjoj 3q3 pus ‘330U jpiEq sip ssop os ‘Suoje ssjqqoq 
JO sdun{ oUBJj J3Aps 3ip jj 'pjEptrB 3 s Suidonj b J3tpo sqi ptre 
pjBpUE 3 S pjoS E 3UO |{E3 03 S3SIUIOUOD3 SpE3[ qOUJAV SIIISlsAs OAV3 
3q3 U33AV33q 3DU3J3JJip 3q3 S33n3l3SUOD 3Bt[M 33S 03 3in3IJJip SI 31 
*J3A{tS UO p33ttTjd S330U SC SUIOD DUBJJ-OAp^ qDU3JJ 3ip pjcSsj 3AV 
JI 'JSAAod J3pU33-{Bg3J Jpq3 JO in3q3 SUTAUdsp 3nOipTA\ SUI03 
3UBJJ-3AP J3ApS 3Xp UO 3IIini B 3nd 'XpDSJipUI IjgnOip ‘ipBIUJIA 

3DUBJ^ 'uoisusdsns 3 uitn jo ssaosp 3TJ3 Ag ‘{djgl ^ S330u jsq 
q3iAi pip puBjSug SB Smq3 oeubs 3q3 Apspsjd pip ootrejj'g^gj 
UJ :j;-J3AA0d J3pU33-IB33I JISip JO SOUSST 3tp SATJdsp, 30U pip Jtiq 
‘S330U :^q JO snssi sip UO 3TUII| B 3t3d pUCjSug frfrgl PI ; ‘J3pU33 
{eSsj p33iiin{im JO ipoq 's33ou puBfSug jo ^ircg puB suSisjsaos 
pjoS ipoq JO puBiSug in snssi p33raii{im ub : sbav sisqi ,H?8I 
03 JOIig •J3pU33 ]B°3I p33nuqUtV JO SUIOD JSAjis pUB ppg tpoq JO 
SDUBjg III snssi p33iun|im ub sba\ 3j3q3 g^^gj 03 Joug ^dusjjud 
JO SUI33sis qSJlSug puc ipusjg sip U33A\30q SDUSJSJJip ppucis 
-qns Aub puij 3 a\ op ‘sJBdraoD puc ‘iri7gl Jo 33V ^preg 3q3 

p3rA\ J 3 q 3 sg 03 ‘9191 jo 3 dv pjcpinus PPO P suoisia 

-Ojd 3tp J3tpO sip UO pUB ‘pUBq 3U0 3ip UO g/;gX JO 33JD3Q; UOIS 

-usdsng 3Uij^ 3ip puB 9081 P ^HF^uiiq gDUsJg.sip JsqiaSoa 

pB3J 3AV JI qBDpUSpI A|[B3U3tUEpUnj SJB* Asip 3T!ip SMOtp SlsAjE, 
-UB J3S0p .B StU33sAs OMJ Sip U33A\30q S3DU3Jppip 3ip 'U33q .3ABq 
AbUI J3A33Bq^ I A3ipqB3S> S3I 03. SB JCJUOp SJBSJD 03 "SB ijsgS^ 3ip 

tuojj luojojjip Aj3A os ADUOjjnD jq uispAs qousig oqj sbav jng " , 

V , ‘ / ■:'• ■- 

-ossB Jpguoijs S 3 i ipiAV -pD]driOD Siiisq Aq A3ipt\b3 3 B p3inB3urEui 
‘guojB spiqqoq ‘pjoS.stp uBqii ouiba ssoi jo' A||CDisinJ3UT qShotp 
‘OTOD J3Aps 3ip „ Avoqotuos 3Bip pps SI, *31 qouiiA. in ^‘pJBpUB3S 
Sinduni aip p^IpD st 3 EqAV tn sDUspijuoD ' sabi} ubd aaoj- ‘siudisAs 

pjppUD7S Pl^D P SpjDMOX 


History of Indian Currency and Banking 

note is convertible into gold, while the five-franc piece is not, 
the reply is that the comparison must be made with the fiduciary 
notes of the Bank of England. Those notes are practically incon- 
vertible. For, at any given time, witli the gold the Bank of Eng- 
land has in its Issue Department die fiduciary pordon of the notes 
remains micovered, and may, therefore, be regarded as inconvert- 
ible as the delimited issue of the five francs. But even if it is in- 
sisted that the fiduciary notes cannot be regarded as inconvert- 
ible as the five-franc pieces, it must be pointed out that the 
similarity of the two is not to be determined by considerations of 
convertibility or inconvertibility. The attribute of convertibility 
with which the fiduciary notes of the Bank of England arc 
endowed is a superfluous attribute which in no way improves 
their position as compared with the five-franc pieces. What 
malces them indenticai is the fact that they are both subjected to 
a fixed limit of issue. Thus viewed, the French limping stand- 
ard. and the English gold standard are nodiing but two different 
illustrations of the “ currency principle ” in so far as a fixed limit 
of issue on a fiduciary currency is a cardinal feature of that 
principle. 

Not only is the French monetary system identical with tlie 
English in its organization, but the design in both cases was 
identical. In the controversy which raged over the Bank Charter 
Act of 1844, the motives of Lord Overstone were not quite clearly 
grasped by his opponents of the banking school of thought. 
Lord Overstonc was not very much interested in providing a 
method for preventing the depreciation of the note issue, as his 
opponents thought him to be. His supreme concern was to pre- 
vent gold disappearing from circulation. Starting from a chain 
of reasoning tlte solidity of which can hardly be said to be open to 
question, he came to the conclusion that gold would be driven out 
of circulation by an increase in the issue of notes. To keep gold in 
circulation the only remedy was to put a limit on the issue of 
notes, and this was the purpose of the Bank Charter Act of 1844. 
Now, precisely Ae same was the object of France in suspending 
the coinage of silver. As has already been pointed out, owing to 
me fall in the value of silver after' 1873, gold was being rapidly 
driven out of circulation by the substitution of this depreciated 
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CHAPTER V 


FROM A GOLD STANDARD TO A GOLD 
EXCHANGE STANDARD 

For once it seemed tkat the problem of a depreciating rupee 
was satisfactorily solved. The anxieties and difficulties that ex- 
tended over a long period of a quarter of a century could not but 
have been fully compensated by the adoption of a remedy like 
the one described in the last chapter. But by an unkind turn of 
events, the system originally contemplated failed to come.JaJ^’ 
being. In its place there grew up a system of currency in India 
which was in every way the very reverse of it. Some thirteen 
years after legislative sanction had been given to the recommend- 
ations of the Fowler Committee, the Chamberlain Commission 
on Indian Finance and Currency reported that 

“ in spite of the fa'ct the Government adopted and intended to 
J carry out the recommendations of the Committee of 1898, the 
‘ \ Indian currency system to-day differs considerably from that 
* - contemplated by the Committee, whilst the mechanism for 
maintaining the exchange has some important features in com- 
. mon with the suggestions made to the Committee by Mr. A. M. 
Lindsay. ”• 

It will be recallcdt that in Mr. Lindsay’s scheme Indian 
currency was to be entirely a rupee currency ; the Government 
was to give rupees in every case in return for gold, and gold for 
rupees only in case of foreign remittances. The scheme was to 
be worked through the instrumentality of two offices, one locat- 
, cd in London and the other located in India, the former to sell 
drafts on the latter when rupees where wanted and the latter to 
sell drafts on the former when gold was wanted. Surprisingly 
similar is the system prevailing in India to-day. Corresponding 
to Mr. Lindsay’s proposals, which, be it noted, were rejected in 
1898, the Government of India has built up two reserves, one of 
gold and the other of rupees, out of the, cash balances, the paper 

•Report, V. P. Cd. 7068 o£ 1913, p. 13. 

^ f Sec Chap. IV, supra. 
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as .suggested by Mr. Lindsay, when rupees arc wanted in India 
the Secretary of State sells what are called “Council Bills,” encash^ - 
able into rupees at the Government Treasuries in India, thereby 
providing the rupee currency in Iridia. When gold is wap^cd 
the Government of India sells what are called “Reverse- Councils”! 
on tlie home Treasury in London, which are encashed by the 
Secretary of State, thereby providing gold for -forei^ remit- 
tances. The result of the sale of “Council Bills”. and of. the 
“Resers’e Councils” on the two funds has been to transform the 
Indian currency from being a gold standard, with a gold currency, 
as desired by the Fowler Committee, into what is called a gold 
standard without a gold currency, as wished for by Mr.. Lindsay. 

. This system which has grown up in place, of the system 
originally contemplated by the Government of India is called the 
gold-exchange standard. Whatever that designation may mean 
it' was not the plan originally contemplated by the Government 
of India in 1898. How the departure came about we shalLdeal 
with in another place. Here it is enough to stale — one may also 
say necessary, for many writers seem to have fallen into an error 
on this - point — i/jar the Government did not start to establish 
a gold-exchange standard. Rather it was contemplating the 
.establishing of a true gold standard, which, however inadequately 
understood by die then, whei framed it, was in, essential agreer 
mentwitli the -principles governing the English Bank Charter 
.Act of 1844., ; ■ ■ ' - , ’ 


What are we to say about the new system ? The Chamber- 
.'lain Comnaission, while reporting that there was a departure 
from .the ideal of a gold standard' with' a gold currency, 
obse^ed*: — ' " - ‘ ' ■ 

\ But to state Acre has been Ais departure is by no means to 

condemn Ae action taken, or Ac system actually in force. . 

why , not? .Is not .the system the same as that 
proposed by th^' Government in India in 1878 and condemned 
by the, Cbinrhittee of 1879;? If' is true the arguments urged 
■against that plan; by the' .Committee of 1879 were not of much 
, weightT •Nonetheless " the plm “Was essentially' unsound. 


* i^cport,' par^ *55 
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legal tender. In so far^ therefore, as the plan did nOt provide 
for controlling the volume of rupees it was subversive of Ac gold 
standard it had in view. 

The only difference between this plan of 1878 md the s^'^stem 
now in operation m India is that under the former the Mints 
were open to the public, while under die latter they are op'cn 
to the Government alone. In other words, in the one cajTe. 
rupees were coined on behalf of the^public, and in the other they ^ 
are being coined on behalf of the Government. It is not to be^’ 
supposed that the plan of closing the Mints to the public was 
not thought of by the Government in 1878. On the other hand, 
the Government of India had then considered the feasibility of 
taking over into its hands the coinage of rupees, and had rejected 
it on some very excellent grounds. In their despatch, outlining 
die scheme the Government of the day observed : — 

The first point to be guarded in attempting to carry 
cut the proposed change, is to provide for complete freedom for 
" any expansion of the currency which the trade requirements of 
the country demand. This, we think, could not be properly 
secured if the hCnts were wholly closed for the coining of silver 
for the public. If this measure were adopted, the responsibility 
Ebr supplying the silver demand would he thrown on the Goiern' 
ment, and in the present position of the market for gold and 
silver bullion in India it would not be possible to accept such a 
duty. 

What might at first sight appear the simplest, and 
therefore best way of allowing for the expansion of the 
Indian silver currency with a gold standard, would be for the 
Go\emmgnt to undertake to give silver coin in exchange for gold 
coin to ail comers, at the rates fixed by the new system, and to 
open the Mints for the coinage of gold, while they were closed 
for siher^ But in the absence of any supply of silver in India 
from which to obtain the necessary material for coinage, such an 
obhgatmn could not be accepted, without involving the Govern- 
ment in complicated transactions in the purchase and storing of 
bullion which it vvould be very inexpedient to enter on.” 

^ With these reasons, mtcrcstjng in so Ear as they were prophetic 
oi the scandals connected with die recent silver purchases by tlie 
India Office,* we are not direcdv concerned. What is of 
importance is whether this tlli fercnce in the moth of issue makes 
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lisue of rupees which could not have been possible had the Mints 
remained open to the public in general, the reply is that this will 
to limit could be effective only if the Government had the power 
to refuse to issue. Central banks limit their ’currencies so far 
as will is concerned, because they are -not obligated to issue to 
anyone and every one. But the position of the Government of 
India is lamentably weak m this respect. It is bound to issue 
currency when asked for. It is true that every issue does not 
involve a net 'addition to the existing volume of currency ; for a 
portion of the new issue is a re-is^'ue of what is returned from 
circulation. Nonetheless, it cannot be said that the Govern- 
4 .ment by reason of its monopoly has put an effective limit on the 
volume of rupee currency. On the other hand, having no escape 
from the liability to issue currency, the exercise of this cherished 
privilege has recoiled on the Government, so much so that this 
monopoly of issue, instead of^4trengthening the position of the 
Government, has weakened i^ considerably. * The view of the 
Chamberlain Commissiont 


“ that while the Government arc very large dealers in the exchange 
inarket> they arc not monopolists (I) and it seems doubtful if 
they could successfully stand out for any such [fixed minimum 
rate] at all times of^'the year, ” 

is therefore interesting a confession that the closing of the 
Mints has not had the virtue of so limiting the coinage of rupees 
as to enable the Government to dictate at all times the price of 
the rupee, which none but it alone can manufacture. 

Thus the present ^standard is different from the standard 
proposed m 1878 only in name. If this one is characterized by 
the adoption of the rate of exchange as an index for regulating 
the volume of currency, the same must be said of the former* 
But, as Mr. Hawtr^y remarks,^ whatever means are adopted 
for the manipulation of the currency, 

‘‘the value the rupee will be determined by the quantity in 
circulation. *7 

* The danger in this mdefimte habihty to issue rupee currency wss 

rccogniiuiU by the Smith Cutrency Comnuttce of 1919, which rcoimmciidcd that this 
obligation should be vilhdrat^n. See Keport, par. Of couric its jnotivc wm 

didcrcnt. 

t Rcoort, par. t82. 

I Camniy Credit, X9l% p. 3-11. 
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“the Government sells drafts against its foreign gold acdit 
(i.e. its gold reserve), when money at home is relatively redundant, 
as evidenced by exchange having reached the gold export point. 
Thereby it relieves the redundancy through the withdrawing from 
circulation and locking up the local money received in payment 
for the drafts. Under die practice of holdir^g foreign bills to 
protect the money market, the central bank sells its foreign bills, 
when money at home is relatively scarce, as means of securing 
gold for importation or preventing its exportation. In Ac 
former case, the sale of drafts takes the place of an exportation 
of gold, and the resulting mtbdrawal of local money from 
circulation is in essendals an exportation; in the latter case the 
sale of the drafts abroad is part of a process for securing gold 
for importadon, or for preventing its e.xportadon. ” 

The Indian currency system therefore bears no analogy to 
the European currency systems, as Mr. Keynes would have us 
believe. But if a parole! is needed, then the true parallel to the 
Indian system of currency is that system which prevailed in 
England during the Bank Suspension 'period (1797-1821). The 
fundamental likeness between the two systems becomes quite 
unmistakable if we keep aside for the moment the remittance 
operations of the Government of India and the Secretary of 
State, which becloud the true features of die Indian currency 
system. If we tear this veil and take a close view, the following 
appear to he the prominent features of the Indian system ; — 

■1 * (i) The gold sovereign is full legal tender. ' 

(2) The silver rupee is also full legal tender, 

(3) The Government undertakes to give rupees for 
loyereigns, but does not undertake to give sovereigns for rupees, 

^ f.c.|the rupee is an inconvertible currency unlimited in issue. 

% Turning to the English system of currency during the period 
, of die Bank Suspension, we find : — 

(1) The gold sovereign was full legal tender. - , 

(2) The paper notes of the Bank of England circulated as 
monty of general acceptability by common custom if not by law. * 

(3) T^e Bank of England undertook to give notes for gold '' 
or mercantile bUk or any other kind of good equivalent, but did 
not give gold for notes, i,e. the notes formed an inconvertible 
currency unlimited in issue. 
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how severe must be the obligations as to convertibility in order 
to prevent prudent management o£ currency from degenerating 
into an Imprudent management resulting in over-issue. If, 
therefore, it is true tlrat in countries having a convertible currency 
the aSairs were so prudently managed that when specie left the 
country the paper money not only did not increase to take its 
place, but actually diminished, aird that usually by a greater 
absolute amount than the gold currency, it was because tlic 
obligations as to convertibility were those of “effective absolute 
immediate convertibility.”'^ We can now appreciate why 
Prof. Sumner said ^ that 

“ converobility ia the currency is like conscientiousness in a man ; 
it has many grades and is valuable in proportion as it is strict 
and pure." 

That being so, it would be foolish to assiunc that we arc immune 
from the consequences of an inconvertible currency until we 
know what is the grade of the convertibility that is provided. 
Now, what is the character of the convertibility of the rupee in 
India ? It is a deferred, delegalized, delocalized, and therefore 
a devitalized kind of convertibility. Indeed, really speaking it is 
not a convertibility, but radrer it is a moratorium which is a 
negation of convertibility, for what does the provision for con- 
vertibility for foreign remittances mean in practice ? It simply 
means that umil a fall of exchange takes place there is a mora- 
torium or inconvertibility in respect of the rupee. Not only is 
there a moratorium as long as exchange docs not fall, but there is 
no guarantee that the moratorium will be lifted when a fall docs 
occur. It may not be lifted, for it is a matter of conscience and 
not of law.f Is such a grade of convertibility, if one has a 
‘ predilection for that term, very far removed from the inconverti- 
bility of the bank notes during the suspension period ? Let 

^ single word can convey the full meaning/' «y 5 p^of NichoUon 

}yar 2nd cd.» 1918, p 36. 

f J Bisfory of Amcncan Currency, New York, 187*1, p. 116, 

I The Finance Member of the Viceroy’s Council, in h« Financial Statement for 
1908-09 (p. 23, italics not in the onginal), observed • — ‘‘Had we comjilicd with 
the demand for" issues [of gold] wihout lunit, the whole available supply might 
have been drawn off in a few weeks.... For these reasons we decided to stand by 
our legal rights^ . We are not hound to ghe soveiiegns in exchange for 
rupees except at our ^ own convenience* The currency ofHccs were accordingly 
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fiduciary currency well-nigh inconvertible^ and also possessing 
the quality o£ "unlimited legal tender. 

It needs no acute power of penetration to see that, so 
interpreted, the existing currency system in India is the opposite 
of the system oudined by the Government in 1898 and passed 
by the Fowler Committee. The two are opposites of each other 
for the same reason for which the Bank Charter Act was the 
opposite of the Bank Suspension Act in England. Under both 
the Acts the currency in England was a mixed currency, partly 
gold and partly paper. The difference was that by the Bank 
Suspension Act the issue of gold became limited and that of 
paper unlimited, while under the Tank Charter Act the process 
was reversed, so that the issue of paper became limited and diat 
of gold unlimited. ^ In the same manner, under the original 
scheme of the Government of India, the issue of rupees was to 
be limited and that of gold unlimited. Under the existing system 
the issue of gold has become limited while that of rupee has 
become unlimited. 

■ Was this an improvement on the plan originally contem- 
plated by the Government of India ? The only obiection to 
that plan was that it made_ the rupee an inconvertible rupee. * 
iBut is convertibility such a necessary condition, and, if so, when ? 
The idea that convertibility is necessary to main tain the value 
a currency is, on the face of it, a preposterous idea. No one 
wants die conversion of bananas into apples to maintain the value - 
_of bananas. Bananas maintain their value by reason of the 
“fact that there is a demand for them and dieir supply is 
limited. There is no reason to suppose that currency forms an 
exception to this rule.- Only we are more concerned to maintain 
the value of currency at a stable level than we are of bananas 
because currency forms a common measure of value. What is 
wanted to maintain the value of currency, or of any other thing 
for the inatter of that, is an effective limit on its supply. 
Convertibility is useful, not because it direedy maintains the 
value of a currency,^ which is nonsense, but because it has the 
effect of putting a limit on the supply of c urrency. But con- 

• Both Liaasif and Probyn had attacked the plan of the Government of fndia 
on this score, and had cbmicd that their plans were superior because they had at 
least provided some Mtt of convernfaility. '' 
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as a sufficient limiting influence. When a standard of value, is a 
convertible paper money the provisions as to reserve act as a'checL 
on its expansion. But -when a standard of value consists of a 
money the value of which is greater than its , cost and is incon-,- 
vertible, the currency must be said to be fraught with the - fatal 
facility of indefinite expansion, which is another ffiaihe for deprc;; 
elation or rise of prices. It cannot, therefore, be said -that- ffie 
Bank Charter Act made no improvement on the Bank Restriction 
Act. Indeed, it was a great improvement, for it' substituted a, 
currency far more liable to expansion. Now the rupee, is .a 
debased coin,* inconvertible, and is unlimited legal tender- - As, 
such, it belongs to that order of money which has inherent in it 
the potentiality of indefinite expansion, i.e. depreciation and rise 
• of pric«;,,' As a safeguard against this the better plan \vas no, 
doubt the one originally designed, namely of putting a limit bn' 

, the.isme of rupees, so; as to make the Indian currency system 
■ analogous to the English system governed by the Bank Charter 
Act of 1841. , - ’ 

' ‘ If there is any force, in the line of reasoning adopted above, 
dien it. is hot easy to agree with the opinion entertained by die 
Chamherlain Commission of the Exchange Standard. Indeed; 
it raises a query whether for all that the Commission said there - 
. is not somewhere some weakness in the system likely to. bring 
about its breakdown. It therefore ' becomes incumbent to 
'■ examine the foundations of that standard from a fresh point' 
of view. . . 


• It IS difficult to- undustand why some writers oa Indian currency = do not 
'like to' admit this fact. Cf.,the discussion on-hfr, Madan’s paper at the ' annuai ' 
meeting o£ the Indian Hconomte Awodation Journal of Ecortomfc/,r^oh Ul, 

Part' 4, Serial. No.. 12, p. 560). It is true the dcbasemriit ot-'ttie rupee is not so ' 
' ohsious « It would, have been had it taken the form of cenrinuing the weight and 
making It baser, or of presen iug tht same fineness and, making it lighter.. But. 

• as Hmos pomts out in his Erroy upon ^fopey and Coins (Part H,- Chap. I, par.' 8),'' 
-*e ‘allcring the denominations of the' coins, without making any alteration at the 
.Mint or m the coins therasches, ” “as supposing ninepencci or as much silver ^s ' 
there is m nincj^ce, should be called a shilling,” is a mode of debasemcnt'not diifpent' 
'■ “ yinually the same as the other two modrT, of 

de^scinenn So viewed it i,. difficult to avoid, the conclusion 'ffiat tlic supXh a 
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pBj 3xp ‘ Aq ubpisod . Suisse jJBqxna tre in paDEfb Siixag •sjosbp 
3q3 03 pbsoddo J 3 q 30 , axp pus jo juoaej, xn auo ‘Axxnixoo 3q3: 

UT .SapiBd 'OAV3 3J3AA 333Xp J3ApS JO 3§EUtOD 33iJ 3Xp 03 p3S0p 
3I3AA S3UXp^ XIEIpUI 3Xp 3X11X3 3q3 3E 3EXp .p3[yE33J .3q, qXM ajj-X: . • 

' , ' ■ s' ' ' ' . ^' 0 !' 

cravoNYXs aoNVHDxa aHX ao Axiiiavxs 
- lA .aaxavHO 
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History of Indian Currency arid Banking. 

That the arrest in the fall of the rupee should have lifted 
the burden from Indian finances was just as was expected to 
follow from the closure of the Mints. . No^ithstanding 
important reductions in taxation and large expen^ture of social 
.utility, the annu^ budgets since the Mint closure h^ve shown 
fcwjd^cits (rtf? p. 171). . , ' 

Now there is a tendency among some writers to interpret 
these facts as urunistakable proofs of the soundness of the . 
currency system- It is argued that if the trade of the country 
has not received a setback,* and if the finances of the country - 
have improved,! then the implication is that the currency of 
which such results can be predicated must .be good. It is, not ^ 
necessary to. warn students of currency that such easy views on 
the soundness of the currency system, however plausible, , are 
devoid -of the logic necessary to carry conviction. ‘ Trade no, 
doubt is dependent on good money, but the growth of trade . 
is not a condusiye proof that the money is good. It shouI4, ' 
be noted, that during the periods of debased coinages so common 
at ■ one time the social misery and nuisance arising therefrom 
were intolerable, yet during the same periods it was possible 
for . countries to make great advance in trade. Speaking of 
seveiiteenth-century England, when that country was afflicted 
. with debased and constantly chmgirig coinage and when there 
was, besides, a lorig period :of civil war and confusion. Lord 
Liverpool,' who was above all , statesmen of his day most alive 
to the evils of a bad currency, remarks : — 


■ ’ ’ 'j is cermin, however, that during the whole of this period, 

Iwhcn our’ coins were in so great a state of confusion, the com- 
. " - kingdom was progressively improving, and the 

•balance of trade almost always in favour of this country.” f 

That commerce- can increase even when currency is bad 
is easily supported from the experience of India- herself. In. 
no period did Indian trade rnake such stride as it did 
DCtwc^ 1873 and 1893. Was the Indian currency of that period 
goed ? On the .other hand, it is possible to bold that if trade is 


: • Kc^fnts, op: OL, p, 3. ^ . 

t Barbour, TU S/anJatJ of 224. ' / ' " 

-t on the Cctns of the Reatm (repnat of I8S0)> p. 135. 
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The History of Indian, Currency and. Banking . 

good it may be becaitse the currency is bad. The trade of India 
between 1873'''^d''l893''fldurished because it received a,bounQr. 
But the bounty was a mulcting of the Indian labourd:, whose wagei 
did not rise as fast as prices, so that the Indian prosperity of thal 
. period was founded not upon production^' but upon depredatior 
; made possible by the inflation of currency. ’ , 

Similarly it cannot be granted without resery^that the nev* 
currency system must be good because it has obviated the burd^ 
of the gold payments and given relief to the Indian taxpayer, 
Such a view involves a misconception of the precise source of ,thc 
burden of India’s “gold payments during,,the, period of falling 
exchange. . It has been widely held that the burden of gold -pay- 
ihents was caused by the fall in the gold value of silver, a view 
which carried with it the necessary implication that if India had 
been a gold-standard country she would have escaped that heavy 
burden. That it is an erroneous view hardly needs demonstra- 
tion."*^ It is not to be denied that India bore an extra burden 
arising from the increased value of the gold payments. But what 
is not sujfficiently realized is that it was a burden which weighed 
on all gold debtors irrespective of the question whether their 
standard was gold or silver. In this respect the position of a 
gold-standard country like Australia was not different from, a 
silver-standard country like India. In so far as they were gold 
debtors they , suffered each in the same way from the same cause, 
namely the appreciation of the standard in which their debts were 
measured. The fact that one discharged her debts .in gold and 
the other in Silver made no difference in their condition, except 
that the use of silver by India to discharge her debts served as a 
refractory medium through which it was possible to see the 
magnitude of the burden she bore. The fall of silver measured 
^d not caused the burden of India’s gold payments. .The arrest 
in the fall of the rupee caimot be accepted as a prima facie proof of 
a relief to the taxpayer and therefore an evidence of fhe soundness 
of the currency system. It is possible, that the benefit may have 
been too dearly paid for; 


• CL evidence o£ Prof. Maishall before the Gold and Silver Comrmssion. 1B8S 
Q.'10,M0-50. " ’ 
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the market and preferred to follow it. Eut this let-go policy 
was not without its cost. The drop in the exchange below 
Is. dd. added to the burden of remittances to the Home Treasury, 
and also compelled the Government to grant exchange compen- 
sation allov/ance to its European officers, civil and military— an 
aid which it had so far withheld. The cost to the Government 
involved by the fail of the rupee below par was quite a consi- . 
derable sum.* 


T.^BLE XXX 

Cost of the Fall of the Rupee 



I 

Losa on 
Connal Bills 
being sold 
belQiV par. 

to^ by 
Jisocbaage > 
Conipensa- 1 
Uon AHow-j 
ance. 

1 

XoftS bj 
Xttcresse at 
Pay of 
British 
Troops 

Total on eadi 
Account in 
Tear. 

1 Total on all Couuts for 

1 three Yeara 

1 

i In Rupees. 

In Sterling 
at Is. 4d. 

lStW-05 
1805 56 

3.74.15.000 

3.05.01.000 
1,CC, 43,000 

78.02.000 

87.38.000 

48.95.000 

3731.000 

49.33.000 

44.25.000 

4,00.01,000 
‘ 4.42.47,000 
i 2,5033.000 

1 

Bs, 

1 11,01,80,000 

1 c 

1 

j 7,045,733 


In the midst of such a situation it is no wonder if the faith 
of the Government in the ultimate stability of the rupee had 
given way, for we find that in October, 1896, the Financial 
Member of the Council had personally , come to the conclusion 
that it would be better in the interest of stability to substitute 
15d. for 16d. as the par of exchange between the rupee and gold, f 
But the suggestion was dropped as the rupee showed signs of 
reaching the gold par, which it did in January, 1898, after a 
period of full five years of depreciation from the established par. 

Between Janu^', 1898, and January, 1917, twice did the 
rupee fall below its gold par. The year 1907-8 records the 
second occasion when the parity of the rupee under the exchange 
standard broke down. The actual rates of exchange prevailing 
in the market were as follows : — 

♦ E^dcnce o£ Hon. A. Arthur before the Fo«ler Committee. Q 1.SP6-7, 
j Shzrras, Mtaa Twanc^ aud p, 36S. * » 
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TABLE XXXII 

Rates of Exchange London on Caicutta (ekom the 
National Bank of India) 



1914. 

1915 . 


Highest. 

Lowest. 

Highest, 

Lowest. 

January . 



1 311 

1 3H 

February . 

— 

— 

1 4A 

1 314 

March 

— 

— 

1 4 

1 314 

April 

— 

— . 

1 311 

1 3|r 

May 

I 4i 

1 314 

1 311 

1 3| 

June 

1 

1 311 

1 3| 

1 3H 

July 

I 3|1 

1 3r| 

1 3!! 

1 3n 

August 

1 

1 3U 

1 3H 

1 3|l 

September 

1. 

1 3f| 1 

1 4 

1 3i{ 

October . 

1 3i| 

1 3i| ! 

— 


November. 

1 

1 311 

— 


December 

1 3i^ 

1 3ii 

— 



currency. Once the price of silver rose above that point the 
danger of the rupee passing from currency to the melting-pot 
was imminent. Now, with the exception of a brief period 
from September, 1904, to December, 1907, the gold price of 
silver had since 1872 showed a marked tendency to fall. The 
decline in its price was so continuous and so steady as to create 
the general impression that the lovs^ price had come to stay. 
Indeed, so firm was the impression that the framers of the 
exchange standard had never taken into account the contingency 
of a rise in the price of silver above 43d. So little was it antici- 
pated, that the system was not criticized on this ground by any 
of the wimcsses who deposed before the successive Committees 
and Commission on Indian currency. But the unexpected may 
happen, and unfortunately did happen after 1916, and happened 
suddenly. On February 10, 1914, the cash price in London of 
silver per ounce of standard fineness was 263[8d. It fell to 

2211116d. oa^e^ary.iO, iai5,an^lhough it jumped-tp 27d. 

on the-same-:3atrirri916,yf it1i^:bel5w' the^m^^ 

pomt. After the last-mentioned date its rise was meteoric. On 
178 
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History of Indian Currency and Banking 

value ,o£ th.e rupee in terms of -the pound will rise. ,On the 
other hand, if - rupees in India fall in purchasing power (Le. if 
the Indian price-level rises) while pounds rise in purchasing 
power or remain stationary or fall less rapidly (ie. if the'English 
price-level falls relative to the Indian price-level), it will take 
more rupees to be worth as much as a pound, Le. the exchange 
value of the rupee in terms of the pound will fall. ! " 

On the basis of thi^ theory the real explanation for a fall in 
the Indian exchange should be sought for in the movement of' 
the Indian price-level. Lest there be any doubt . regarding the 
validity of the proposition let us take each of the occasions, of 
the fall and find out whether or not the fall was coincident' with 
the fall in the purchasing power of the rupee.*,, 

1 TABLE XXXVI 

Period I, 1893-98 


Years. 

Currency isi Circulation 
Rupees Notes. 

Index Number, 
of prices in 
India, 

1890-94== 100. 

Index Number 
of Prices iUr ' 
England/ 
1890-94=100., 

kmount in. j 
Crores of Rs» j 

: * _ 1 

Index Number 
■1890-94=100. 

- (1) - 

' ■' ' 1890 - 
- ' ■ 1891 ^ 

- 1892 i 
, 1893' 

, ',1894 
, 1895 

. 1896 

1897 . 

' , 1898 ' 

■1899 , 

' 

120 

131 

Ul 

132 

129 

132 

127 . 
125 

122 

131 - ^ 

m 

92 

100 

103 

. 101 

99 

101 

97 ^ , 

96 ^ 
\93 

100 . 

^ 113 
: ^ 106 
^ ,100 

96 

85 

89 

99 

120 

109 
lOS . 

• (5) 

101 

105 

,99 ^ 

.99 

: \ 93 ' 

' 90' * 

89 ■ 

90 

91 

91 


' the Rctxirt fcUoi,vins tables are taken, unless otherwise stated, from 

, me import of die Pnce Inquiry Committee, Gtlnjita, im. ■ , - ■ 

' 184 - ■ ‘ ■ ' ' ' - ' 
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TABLE XXXIX 
Period IV, 1915-1921. 


Years. » 

Currency in Circulation 
Rupees4-J4oto5 

Index Number 

1 of Prices in 
i India. 

1 1913=-I00. 

Index Number 
of Prices jin 
England 
1913=^^100. 

1 Amount in 

1 Ciores of Rs. 

Index Number 
1913^100. 

(1) 

(2) 

(3) 

(‘i) 

- (5) 

1915 

266 

104 

112 

127-1 

1916 

297 

116 

i 125 1 

169-5 

' 1917 

338 

132 

i 142 1 

206-1 

1918 

407 

155. 

178 

226-6 

1919 

463 

180 

200 

241-9 

1920 

411 

160 

209 

295-3 

1921 

393 

114 

183 

182-4 


•Index numbers of prices arc taken from the League of Natrons iUmorandum 
on Cuneturj, 1913-1921, 2nd Ed. (1922). Table VIU Figures for CrtcuUUon 
are taken from H. S Jevoa’s T/ic Future of Exchange and Indian Currency, 1922, 
P. 44, Index numbers o£ Circulation, arc Calculated. 


Now do these tables confirm^ or do they not, the argument 
that the fall in the gold value of the rupee is coincident with a 
fall in the general purchasing power of the rupee? What 
was tlic general purchasing power of the rupee when a fah in 
its gold value occurred ? If we scrutinize the facts given in 
the above tables in the light of this query there can be no doubt 
as to the validity of this argument. From the tables it will be 
seen that the gold value of the rupee Improved between 1893-1898 
because there was a steady, if not unbroken, improvement in its 
general purchasing power. Again, on the subsequent occasions 
when the exchange fell, as it did in 1908, 1914, and 1920, It will 
be observed that those were the years which marked tlic peaks 
in the rising price-level in India; in other words, those were 
the years in which there was the greatest depreciation in the 
general purchasing power of tlie rupee. A further proof, if 
it be needed, of Sic argument that tlie exchange v.alue of the 
rupee rnust ultimately be governed by its general purchasing 
power is affordcii by the movements of die rupee-sterling 
c.xchangc since 1920 (see Table XL). 

m 
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'■ ‘ TABLE XL * 


Date 

Rupee 
Pnees in 
India 
1913«I00. 

Sterling 
Prices ID 
England 
{Siahst), 
1913-100. 

Average 
Rate of 
Exchange 
London on 
Calcutta 

Rupce- 
' Sterling' ' 
Purcliasuig 
; Power 
Parity, 

A. r- Cob 3 

(1) 

(2) 

(3) 

w 

(5) 
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1920. January , 

202 

289 

27.81 

22.89 

‘February 

203 

306 

, 32.05 

24.12 

March • * 

194 

301 

29.66 

25.40 

April 

‘ 193 

300 

27.88 

25.95 

May 

190 

298 

25.91 

25.77 

June 

192 

293 

23.63 

25.08 

My 

196 

282 

22.63 

24.49 

August , 

193 

263 

22.75 

24.70 

September 

188 

244 

22.31 

24.94 

October . 

188 

232 

19.88 

24:00 


' 186 

215 

19.69 

22.62 ' 

December 

179 1 

209 i 

17.44 

21.81' 

1921. January . 

169 

200 1 

17.66 

21.96' 

February 

164 

191 

16.31 

20.98 

March, 

162 

183 

15.53 

20.40, 

Ap^ ^ 

. 163 

186 

15.75 

19.63 

May' 

170 

182 i 

15.44 

17.98 • 

June • . 

172 

176 

15.53 

17.14 

July 

171 

163 

15.38 

17.40 

August . 

. 178 

161 

16.25 

16. 36’ 

September 

178 

157 

17.22 ! 

15.82 

October . 

178 

156 ^ 

17.02 : 

14.65 : 

November 

173 

161 

36.25 

14.89 

. December 

169 

157 

15.94 

14.86 

J 922. , January . 

162 

156 ^ 

15.88 

15.41' 

February . 

159 

^ 156 , 

15.59 

16.70 ' 

March 

. 160 

157 

15.34 

15.70 

^ . April" 

160 

‘ 159 

^ 15.19 

15.90 ■ 

"May/ 

/ .162^ 

* 159 

15.59 

15.70 

June 

169 

' 160 

15.63 

15.14' 

J^iy ' . •' 

170 

158 

15.69 

14.87' 

/ August 

, 7 166, / 

153 

1 15.66 . 

' .14.74- 


,188 
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never had. In giving a value to t!ie rupee so much above its pur- 
chasing-power parity, it is obvious the Committee originated a 
solution for the simple problem of stabilizing the rupee which 
involved the much bigger and quite a different problem of 
deflation or raising the absolute value of the rupee. How was 
the object to be attained ? The Committee never considered 
that, problem. And why ? Was it because the price of silver 
had gone up ? May be. -But it is doubtful whether the 
Committee could have believed firmly that the value of silver 
was going to be permanently so high as to require a m^ification 
of the gold par. Anyone who cared to scrutinize the rise in 
the price of silver could have found that the rise was largely 
speculative and could not have been permanent. XLI). 

, TABLE XLI 

Price of Silver in Sterling (Pence) • 



Highest. 

Lowest, 

Average, 

Range of 
VanaUOD. 

1913 

29| 

25il 

27& 

3xV 

1914 

27| 

224 

25A 

5| 

1915 

274 

22A 

23H 

Ail 

1916 

374 

31A 

lOA 

1917 

55 

3Sp 

424 

404 

19U 

1918 

494 

ATxx 

7 

1919 

794 

474 

SJh 

314 

1920 

894 

384 


50| 

1921 

43| 

30| 

37 

12| 


But supposing that the rise in the price of silver was not 
speculative, did it follow that the rupee was appreciated ? The 
diagnosis of the Committee was an egregious blunder. With 
the facts laid before the Committee it is difficult to under- 
stand how anyone with a mere smattering of the knowledge 
of price movements could have concluded that because silver 
had appreciated the rupee had therefore appreciated. On the 
other hand, what had happened was that the rupee had depreciat- 
ed in terms of general commodities, including gold and silver. 
Indeed, the appreciation of silver was a depreciation of the rupee. 
Table XLII is conclusive evidence of that fact: — 

I Kirkald/5 War Bmace, 1921, p. 35. Figure, for 1921 txa 

ftaded from the ladua Paper Ctmeacy Report. 
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of gold. The latter solution was applicable only if the rupee 
had appreciated. But as it was silver that had appreciated in 
terms of the rupee, the only feasible solution was to have proposed 
the reduction of the fineness of the rupee. Had the Coirunittee 
regarded silver as a commodity distinct from the rupee' like any 
other commodity to be measured in terms of the rupee as a uxut'' 
of account, probably it might have avoided committing, the, 
blunder which it did. But what is more than probable is that’^ 
the Committee did not think that the general purch^ing power' 
of the rupee was a factor of any moment in the consideration of 
the matter it was asked to report upon. What was of prime- 
importance in its eyes for the maintenance of the exchange value 
of the rupee 'was a favourable balance of trade, and that India ' 
had at die time the; Committee drafted its Report. For the. 
Committee, in. the course of its general observations on the' 
exchange, standard, remarked ; ' 

“ \ ‘'diat the system had proved effectual in preventing the fall in 

. ^ the value of the rupee below Is. Ad., and unless there should 

, \ / V have been profound modifications in India’s position jas an 
' 1 exporting country with a favourable trade balance, there was 

'% I no reason to apprehend any breakdown in this respect/’* 

Proceeding on this view of the question it was quite natural 
for. the Committee to have argued tliat if a favourable balance 
.of trade sustained Is. 4d. gold exchange, why should a similar 
balance of trade hot sustain -2s. gold exchange • 

'Again, it is only on some such hypothesis that one can 
explain why - the recommendations of the Committee were 
' adopted at* all when the necessity for their adoption had 
passed away. Even if the intrinsic value of. the rupee exceeded 
, its nominal value, there was no danger of a wholesale disappear- 
ance of the rupee from circulation in view of the enormous 
volume of rupees , in India. t What would have taken place 
- was not a wholesale melting of rupees, but a constant dribbk 
of an irregular and illegal character leading to the contravention 
.of the orders then issued by the Government of India against 
the melting or exportation of ' the rupee coin. At the time 
'■ when the ..Committee reported (Decembe r, 1919) the price of 

. f, * Report, par. 33. ' . ' ' , - 

C£. evidence of Mr. Kcj^b before ihc Committee of 1919, Q, 2,665-68/ 
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this enactment, so singular in its rashness, was none die less 
founded upon the hope that the balance of trade would become 
favourable in time and thus help to maintain the 2s. gold value 
of the rupee.' That this is a correct interpretadon of die Gov- 
ernment’s calculations is borne out by the folkiwing extract 
from the letter which it addressed to the Bengal Chamber of ^ 
Commerce in explanation of the currency fiasco.* After speak- 
ing of the necessity for granting international credits to revive ' 

commerce, the letter goes on to say : — 

“But for the rest they [i.e, the Government o£ India] can 
now only rely on the natural course of events and the return 
. of favourable export conditions, combined wl'h the reduction 
of imports ... to strengthen the exchange. Experience has 
demonstrated that in the present condiuon of the world trade 
stability is at present unattainable, but the Government of India 
t see no reason why the operation of natural conditions . . , should 
i*" not allow of the eventual fixation of exchange at the level advo- 
^ cated in the report of the Currency Committee.’’ 

Which of the two views is correct Is it the low pur- 
chasing power of the rupee which is responsible for its fall, 
or is it due to an adverse balance of trade ? Now, it must at 
once be pointed out that an adverse balance of trade, as an 
explanation of the fall of exchange, is something new in Indian 
official literature. A fall of exchange was a common occurrence 
between 1873 and 1893, but no official ever oSered the adverse 
balance of trade as an explanation. Again, can the doctrine of 
adverse balance of trade furnish an ultimate explanation for the 
fall that occurred in 1907, 1914, and 1920 ? First of all, taking 
into consideration all the items visible and invisible, the balance- 
sheet of the trade of a country must balance. Indeed, the 
disquisitions attached to the Indian Paper Currency Reports, 
wherein this doctrine of adverse balance as a cause of fall in 
exchange is usually to be found, never fail to insist that there is 
no such thing as a “drain” from India by showing item by item 
how the exports of India are paid for by the imports, even in 
ffiose years in which the exchange has fallen. The queer thing 
is, the same Reports persist in speaking of an adverse balance 
of trade. Given the admission that all Indian exports are paid 
for, it IS difficult to see what remains to spea k of as a balance. 

•The letter was published in the Timer o/ [adta, November 20, 1920 p. 14 
coL 6, * v- f 
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ris& of prices in. India was assigned, among others,* to the 
decline in supplies relatively to population. In view of the 
more or less generally accepted theory of quantity of a currency 
as the chief determinant of its value, the line of reasoning 
adopted by the Committee is somewhat surprising. But there 
b enough reason to imagine why the Committee preferred thb 
particular explanation of the rbe of prices. The position of 
the Government with regard to the management of the Indian 
currency b somewhat delicate. .Already the issue of paper 
currency was in the hands of the Government, By the Mint 
closure it took over the management of the rupee currency as 
well. Having the entire control over the bsue of currency, 
rupee and paper, the Government becomes dircedy responsible 
for' whatever consequences .the currency might be said to pro- 
duce, It must not, also, be forgotten that the Government is 
constandy under fire from an Opposition by no means over- 
scrupulous in the selection of its counts. As a result of thb 
situation the Government walks very warily, and b careful as 
to what it admits. Lord Casdereagh, in the debate on Horner’s 
resolution of 1811 stating that bank notes were depreciated by 
over-bsue, asked the House of Commons to consider what 
Napoleon would do if he found the House admitting the depre- 
ciation even if it was a fact. The Government of India b in 
the same position, and had to think what the Opposition would 
do if it admitted thb dr that principle. The reason why the 
Government of India adheres to the adverse balance of trade 
as an explanation of the fall of exchange is the same which led 
the Conunittee to ascribe the rbe of prices to the shortage of 
goods. Both the doctrines have the virtue of placing the events 
beyond the control of the Government and thus materially 
absolving the Government from any blame that might be 
otherwise cast upon it. What can the Government do if the 
balance of trade goes wrong ? Again, is it a fault of the Gov- 
ernment if the supply of commodities declines? The Gov- 
ernment can move safely under the cover of such a heavy 

•Stf Report, pan 126-27. 
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the quantity explanation of the value of money. Recasting 
the argument of the Committee in the light of what is said 
abov^ we can say without departing firom its language that 
the rise of prices in India was due to the supply of cmrency 
not having diminished along with the diminution in the 
supply of goods. In short, die rupee fell in purchasing power 
because of currency being issued in excess, and there is scaredy 
any doubt that there has been a profuse issue of money in 
India since the closing of the Mints an 1893. 

The first period, from i893--98, was comparatively speaking 
the only period marked by a rather halting and caudous policy 
in respect of currency expansion. The reason no doubt was 
the well-known fact tliat at the time the Mints were closed the 
currency was already redundant. Yet the period was not 
immune from currency expansion. * At the time the Mints 
were closed the silver bullion then in the hands of the people 
was depreciated as a result of the fall in its value due to the 
closure. An agitation was set up by interested pardes to compel 
the Government to make good the loss. Ultimately, the Gov- 
ernment was prevailed upon by Sir James Mackay (now Lord 
Inchcape), the very man who forced Government to dose the 
!Mints, to take die silver from the banks. The Government 
proposed to the Secretary of State that they be allowed to sell 
^ the silver even at a loss rather than coin and add to the already 
redundant volume of currency. The Secretary of State having 
refused, the silver was coined and added to the currency. The 
stoppage of Coundl Bills in 1893-94 had temporarily accumu- 
lated a large-number of rupees m their Treasuries, a transacdon 
which practically amounted to a contraction of currency. But 
the Government later decided to spend them on railway con- 
struction— a policy tantamount to an addidon to currency. 
The resumpdon of Council Bills after 1894 had also the same 
effect, for a sale of bills involves an addition to currency. In 
view of the heavy cost of financing the Home Treasury by gold 
borrowings, the resumption of sale was a pardonable act. But 
what^ was abydutcly unpardonable was the increase in the 
fiduciary portion of the paper-currency reserv'c from 8 to 10 

• a. tL M. Tie- Tnuafh ef SusrJsrJ, C»lc«ta, {SO?, pp, JiJ-lT; 
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portion of the paper-currency reserve v?as increased to K.s, 12 cioxes 
by Act III of 1905. The first event was only calculated to 
enlarge the circulation of the notes, but the second event had 
the direct effect of lowering the value of the rupee currency. 

The third period (1909-14) was comparatively a moderate 
but by no means a slack period from the standpoint of currency 
expansion in India. The first three years of the period were, 
so to say, years of subdued emotion with regard to the rupee 
coinage. With the exception of the year 1910, when there 
was no net addition to rupee coinage, and 1911, when the 
addition was a small one, the coinage in the years 1909 and 
1912 ranged from 24 to 30 lakhs. But during the last two 
years of this period there was a sudden burst of rupee coinage, 
when the total reached 26 V 2 ciores. The expansion of paper 
currency took place also on a great scale during this period., 
In 1909 the Rs, 5 were imiversalized in Burma as they had 
previously been in other parts of India. This process of 
universalization was carried further during this period, when, 
under the authority granted by the Paper Currency Act (11 
of 1910), the Government universalized notes of Rs. 5 and. 
Rs. 50 in 1910, of Rs. 100 in 1911.' Along with the stimulus 
thus given to the increase of paper currency, the Government 
actually expanded the fiduciary portion of die issue from 12 
to 14 crores by Act VII of 1911, thereby throwing into circula- 
tion 2 crores of additional rupees. 

^ During the fourth period (1915-1920) all prudential res- 
traints were thrown overboard.* The period coincided with 
the Great War, which created a great demand for Indian pro- 
duce and also imposed upon the Government the necessity for 
meeting large expenditure on behalf of H. M. Government 
Both these events necessitated a great increase in the current 
means of purchase. There were three sources open to the 
Government to provide for the need: (1) importation of 
gold ; (2) increase of rupee coinage ; and (3) increase of 
‘paper currency. It must not be .supposed that the Govern- 
ment of India had no adec^uate means to provide the necessary 

For A vieiir of toe currcocy policy of rhis period titc primary roorcc are the 
Ammil Knanaal Sattmenu. for these year?, o£ the Government of Tr.,?;, 
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Government o£ India with such avidity that within four years it 
passed one after another eight Acts, increasing the volume of notes 
issuable against securities. The following table gives the changes 
in the limits fixed by the Acts and the total issues actually made 
under them : — 


TABLE XLin 


Issue of Coreekcy Notes 


AcU prcicrJblns the Fiduciary Isaue of Currency Kotea. 


Act 

Act 

Act 

Act 

Act 

Act 

Act 

V of ! 

IX of 

XI of 

XIX 

VI of 

II of 

XXVI 

1915 

1916 

1917 

of 1917 

1918 

1919 

of 1919 


I. Limits to fidu-J 
clary issues 1 


(a) Penuanent 

(b) Temporary 

Total limit 

II, Total issues ofl 
currency 
notes J 


In Xakhi of Bupccs: 


III. Rcserve,( 


Gold 


I ties \ 


1 14.00 

5 6.00 

14*00 

12*00 

14.00 

36.00 

. . . . 

14.00 

48.00 

14.00 

72.00 

84.00 

86.00 

14.00 
126,00' ^ 

1 20*00 

26.00 

60,00 

62,00 

86.00 

100,00 

120,00 

1 61,63 

67.73 

86,38 

99,79 

163,46 

' 179,67* 

32.34 

1 15,29 

23,67 

1 24,16 j 

19,22 

18,87 

10,79 

27,62 

37.39 

17.19 

47,41 

1 32,70 

4 14,00 

20,00 

48,40 

i 

61,48 

98,58 

1 

99,53 


♦ On November SO* 1910. The rest of the hguxes are for March 31. 


3ut this facile procedure could not be carried on 
ad infinitum except by jeopardizing the convertibility of 
the notes. Consequently the very increase of paper money, 
added to the increased demand for currency, compelled 
the Government to go in for the provision of metallic 
money for providing current means of purchase and also 
give a backing to the watered paper issues. The rising price of 
silver naturally made the Government go in for gold. An 
Ordinance was issued on June 29, 1917, requiring all gold imported 
into India to be sold to Government at a price based on the 
sterling exchange and opened a gold Mint at Bombay for the 
coinage of it into raohurs.* Frantic efforts were made to acquire 
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of India acquired a substantial volume at lOll^. cents, per • fine - 
ounce. The total silver purchased during this - period’ was „as •, 
follows: 


TABLE XLIV 
Rupee Coinage, 1915 — 20 


Year. 

] 

Silver purchased j 
m Open Market, j 
Standard Ounces^] 

Silver purchaced 
from U. S. A. 
Standard Ounces, 

Total Standard 
Ounces* > ' 

1915-16 . . j 

3,636,000 

1 , 



1916-17 . . 1 

121,535.000 

— 

— ^ 

^ 1917-18 . . - : 

70,923,000 

! 

— 

' 19187*19^ 

106,410,000 ! 

162,518.000 

— 

,1919-20 . i 

14,108,000 

60,875,000 


, ' To^l . 

321,612,000 

213.393 000 

538.005.000 


Now, recalling the fact that from 1900 to 1914 the Govern- .. 
ment had coined about 532 million standard ounces of silver,^ it. 
means that the coinage of silver hy Government during these five 
, years exceeded the amount coined in the fourteen preceding years 
, by five niillion ounces. , . 

, , Thus the fall in the gold value of the rupee is an inevitable 
consequence of the exercise of the power to issue inconvertible 
currency in unlimited quantities. This is the fate of all incon- 
‘ vertible currencies known to history. But it is said that an excep- • 
: tion inust be made in the case of the rupee currency, for if the 
' Govcrnmait has the liberty of issuing it in unlimited quantities 
it has also resources to counteract the cfiects of a fall when k does 
occur. We must therefore turn to an ex.imination of these • 

, resources. . ' ' . 

' The, basis of die reasoning is that the rupee is a token currency, 
and that if the value of a token currency is maintained at par with ' 

- , tx »i« Spie, hy L. Mrjfcnis in his «vK2cn£c,t<i tic Cur/cocy Commiuee 

• « tsidi,, 0.- 37—41 . ■_ ' 
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L Repemption of Currency j- 1907-8 
TABLE XLV ■ , ' .■ 




By tUe Sale oI Hcvcrse Councila. 

By Bclcacc 
of Gold. 

' Private 

. Brawlnga 
of the Secre* 
taxy of State. 

Dfttc. 


AT^ionnt 

olJcied, 

Amount cold. 

DunlauUon 
of Govt 
Stock of 
Gold during 
the Month. 

Exporta of 
QoM Coin 
during the 
Month, . 

1907— 

Sept. 


£ 

£ 

£ 

i 

- ' ^ 




152.000 

-14 

858.896: 

Oct. 

. 

■ 

— 

254.000 

9,109 
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councils in 1920 had undergone a profound modification as 
compared with the view it held during tire crisis of 1907-8, In 
that crisis the Government behaved like a miser, sitting tight on 
its gold reserve and refusing to use it for the very purpose which 
it was designed to serve. An Accountant-General had ^to go on 
his knees’" to persuade the Government of India to release its gold * 
It was prob^ly because it was rebuked by the Chamberlain 
Commission for failing to make use of its gold reserve in 1907 that 
in the crisis of 1920 the policy of selling reverse councils was so. 
boldly conceived. There was a great deal of ignorant criticism of 
that policy from the general public that it was an "^organized loot 
But the Finance Minister was undaunted, and argued f:— 


is an essential feature of our exchange poliqr - * that wc 
should not only provide for remittances from London to India 
through council bilb at approximately gold point, but from India 
to London in time of exchange weakness also at gold point, through 
the sale of sterling remittance known as reverse coundb. It is 
simply an alternative to the export of gold. Thb is no new 
matter — wc have been selling reverse couneik for years .... and 
unless wc do so the exchange policy doc? not become cScccivc. . . . 
Thb is the reason, and the only reason, why wc have sold reverse 
councib. . . , Ir b an effort in fact to maintam exchange as near 
as possible to the gold poIuL . * What would be the consequence 
if we yielded to rise pressure placed on us and ceased to sell reverse 
councils at all? I can understand a demand that reverse councib 
should be sold by some different method^ or at rates different from 
those at present in force, but I mustconfess that 3 cannot understand 
the demand that the fociUties for the exchange of rupees iota 
external currency should be entirely withdrawn. 1 sec that in 
Bombay it is urged tliat wc should let exchange find its 
levcU That is a catchword which docs not impress me. Used in the 
se^ in which that phrase has been tcccnily used, there is m such 
Aing as a •natural level’ in exchange, fer^ when one translates the 
internal currency into another currency, there must be some sort 
of common denominator to which both currencies can be brought; 
U may be gold, it may be sihtr, it may be sterling or it may be 
opanbh pesetas, which vre take as our bash. The rupee must be 


^ ^ Ufirfc ths Q. 10,209. 

hUxch 10, I$20. SJUCr. 
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value of a currency what is essential is its shrinkage, ie. its retire- 
ment, cancellation. The important question with regard to this 
mechanism is not to what extent the currency can be redeemed, 
but to what extent it can be retired. In the prevalent view of thk 
question it seems to be accepted ’ without question that this 
extent is determined by the magnitude of the gold resources of 
the Government of Inia and the Secretary of State. Let us first 
make it clear how these gold resources are located and 'distributed, 
dt will be recalled that these gold resources are distributed between 
(1) the paper-currency reserve, (2) the gold-standard reserve, and 
(3) the cash balances of the Secretary of State. It has been the 
habit to speak of these resources as being three “lines of 'defence ’ 
on which the Government can safely rely when an exchange crisis 
takes place. But are they ? They can be, for the purposes of re- 
tirement, only if they were all “free’' resources; in other words, if 
they were not appropriated resources. To what extent are they 
unappropriated? Can the Secretary of State take gold from the 
paper-currency resen'c ? He can, but then he must replace it by 
something else, or must cancel notes to that extent. Can the 
Secretary of State take gold out of his cash balances? can, but 
then he must either borrow' to fill his Treasury or draw upon the 
Government of India if there is anyone to buy his bills, which is 
tantamount to issuing rupee currency. The gold in the paper- 
currency reserve and that in the cash balances is of no use at all, 
for it does not permit of the cancellation of the rupee currency, 
which is what is wanted in restoring its value when it suffers a fall. 
It is therefore sheer nonsense to speak of the effectiveness of 
redemption as being commensurate with the gold resources of 
the Secretary of State. The matter is important, and an illustration 
may not be out of place. Suppose A, a holder of rupees, wants to 
get gold for them. 'He can go to three counters; (1) that of the' 
controller in charge of cash balances; (2) that of the controller 
of currency in charge' of the paper-currency reserve; or (3) that 
of the custodian of the gold-standard reserve. If A goes to the 
first, w'har is the result ? The cash balance is pro tanto reduced. 

casfi balance is at its minimumj as it 
'shomd be, the controller must reimburse himself immediaitely to 
maini^ his solvency by drawing a bill on India and thereby 
releasing rupees received for gold again in circulation, so that in 
212 
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E 30U SI 3p3S3J 3ip uodn p33BJ3do SJE SSDUEfEq qSE3 3qi pUE 3AJ3S3J 
Xousjjno- Jaded atp ui pjoS aqj 3U33X3 aqj 03 3Etp puitn uc aujoq aq 
3Joj3J3ip 3snin 31 *3iires 3tp sureiuaj Xouajjno jaded je 303 aqj 3nq 
‘aStreqa e saoSiapun 3 aj3S3j 3ip jo uoijpodtuoo 3tj3 3Etp si suaddeq 
3EqA!V uieSe aj3q jetp os Pajsssj siq uioJj panssi pjoS atp jo SDEyd 
tn y tuojj psApoaJ saadnj atp 3nd 3snui aq 3uno3DB Xjo3n3E3s 
33BJBd3s E SI 3unoDDE Xouajjno-JsdEd atp jetp uopdiunssE aqi uo 3nq 
‘p[oB xmq saAiS japoJ3Uoo aqx i suaddeq 3EqAV ‘Xauajjuo jo japojj 
-uoD 3Tp 03 saoS y jj •Xoupuna jo agequuqs ou si sjaqj psbo siqi 
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the Government to retire the currency by October, 1920, when it 
was to expire. Rather than do this the Government altered the 
paper-currency law, not temporarily but permanently (Act XLV 
of 1920), changing the provisions in such a manner as to require 
the Government to cancel the currency to the smallest degree 
possible by retiring their “created securities.” Even this was not 
done, owing to deficits in the Government Budget. 

But et'en if such indiscretions were not repeated the fact re- 
mains that Government cannot efiect a greater retirement thm 
^ is permitted by the gold-standard reserve. If that reserve fails 
Government has only two resources left: (1) to melt down the 
rupees and sell them as bullion for gold and to go on further 
contracting the currency, in this way till its value is restored: or 
(2) to borrow gold. Both these are evidently costly methods. To 
sell rupees as bullion is bound to result in loss unless the bullion 
in the rupee fetched more at the time of sale dian what it cost 
when it was purchased for manufacturing it into bullion. The 
second process, that of borrowmg, cannot be lighdy resorted to for 
the purpose of creating a reserve fund to retire the currency. Indeed, 
so costly are such methods, and so complete would be the proof 
they would afford of the instability of the exchange standard if 
they were resorted to, that Government has never contemplated 
them as possible lines of defence in an exchange crisis. It seems 
certain, however, that Government does recognise that the gold- 
standard reserve by itself cannot suffice for the maintenance of 
exchange. For we find that from the year 1907-8 dates a complete 
change in the distribution of Government balances between 
London and India. Up to that period it was the policy of the 
Secretary of State to draw only as much as necessary to finance 
his Home Treasury.' After that date the practice was originated 
of drawing as much as the Government of India could provide, 
and as the Government of India has been supreme in financial 
matters It provided large sums for council drawings by increased 
taxation and budgeting for surpluses. The effect of this was to 
swell the cash balances of the Secretary of State.* No official 
explanation of a satisfactory character has ever been given for this 

•For figures, see Chap. VII. 
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was dissipated-* Such differences apart, is the gold-standard 
reserve an adequate reserve? Figures of the magnitude of the 
gold-standard reserve, as usually given in official publications, arc 
a meaningless array. What is the use of displaying assets without 
at the same time exhibiting the liabilities? To be able to judge of 
the adequacy of that reserve we must know what is the total cir- 
culation of rupees. When, however, we compare the circulation of 
the rupees with the reserve, die proportion between the two is not 
sufficiently large so as to inspire confidence in the stability of the 
system (see Table XLIX.) 

How can a reserve so small as this carry through the process 
of retirement to any sufficient extent? That it wiU not always do 
it the crisis of 1920 gives abundant proof. But the supporters of 
the exchange standard maintain that the smallness of the reserve 
is a matter of no consequence, for the reserve is kept only for the 
purposes of foreign remittances. That being the case, it is said 
the reserve need not be large. Granting that it is so, what must 
govern the magnitude of the reserve in order that it may prove 
adequate in any and every case? The only attempt made to enun- 
ciate a rule of guidance is that by Prof. Keynes. That rule he findsf 
in the possible variations in the balance of trade of India. Now, 
does this make the problem of regulating the reserve more 
definite ? As has been explained previously, the adverse balance of 
trade would be due to die depreciation of the currency, so that 
Mr. Keynes’s statement amounts to this, that the reserve should 
vary with the depth of the depreciation. But how is a Govern- 
ment to do this? Only by adverting to the movement of the price 
level. But in all its currency management the Government of India 
never pays any attention to the price problem. Indeed, as was 
pointed ou t above, its conception of the underlying causes of the 

course of his speech on the Indian Paper Currency (Temporary Amcndtnei^O 
iJiih da^ Mar^ 17, 1920 . the Finance Minister observed “ . . from a pracual 
point or view, it, is desirable to leave the go^d standard reserve until the papcr-currcDcy 
reserve has been rc-iranskrred, in case - , the Secretary of State finds it impossible to 

Keep mmsctt m funds by Councib for his heavy home liabilities He will then be able to 
the gold standard reserve, and wc can. credit the gold-standard reserve out here. 
^exc « a thud point, and I think a conclusive one. When >ou operate agauisi the 
papcr-Mjrrcncv reserve >ou have to operate within the paper-currency reserve; when yoti 
gold-standard reserve it disappears; it melts, and wc arc under no 
replace it, whereas ue arc under a statutory obligation to replace the paper- 
currency r«crvc.--^X.Cd> VoL LVIU, p H16. f ** 

tOp cit, pp 165—7. 
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lu strikiag tho proportion the rupee portion of the reserve has been omitted. 
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DiSTRIBOnoN OF TUB GOLD-STANDAKD RESERVE AND ITS PROPORTION TO RUPEE CIRCULATION C^N TBOUSANDS 

'' Pounds (Sterling) 
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fall of exchange is totally at variance with the only true concc|>- 
tion, nothing but a firm grasp of which can enable it to. avert a 
crisis. Being ignorant of the true conception it blindly goes bn - 
issuing currency until there occurs what is called an adverse 
balance -of trade. All it aims at is to maintain a gold , 
reserve, and so long as it has that reserve it does not , 
stop to think how much . currency it issues. The propor- 
tion of the issues and the reserve not being correlated the 
stability of the exchange standard, in so far as it depends'upoh.the . 
'reserve, must always remain in the region of vagueness, far too 
problematical to inspire confidence of the system. Nay, the lia- 
bility of redemption for foreign remittances, small as it appears, ~ 
may become so indefinite as entirely to jeopardize the restoration ; 
of stability to the exchange standard. - _ I 

, But is a gold, reserve such an important thing for the main- . ‘ 
tenance of the value of a currency? All supporters of the exchange , 
standard must be said to be believers in that theory. But the view 
cannot stand a moment’s criticism. To look upon a gold reserve , 
as an efficient cause why all kinds of money remain at par with, 
gold is a gross fallacy.* To take such a view is to invert the casual-, 
order. It, is not the gold reserve which maintains the value of the 
circulating medium, biit it is the limitation on its volume which . 
not only suffices to -maintain its ovyn value, but dso makes possi- , 
blc the accumulation and retention of whatever gold reserve there 
. is in the country. Remove the limit bn the volume of currency, > 
and not only will it fail to maintain its value, but wdl prevent the , 
accumulation of any gold reserve whatever. So little indeed is the 
importance of a gold reserve to the cause of the preservation of, the: 
value of currency that provided there is a rigid limit on its issue 
the gold reserve may be entirely done away with without im- 
pairing in the least the value of the currency. The Chamberlain 
Conmission recommended that the Government of India should 
accunaulate a reserye 'to 'maintain the value of the rupee because 
. it was by means of their reserves. that European banks maintained 
the value of their, currencies.' Nothing can be a greater perver- 
sion of the truth; '■’■What the European banks did- was just the 

^ ^ Ab conncctioa, the brilliant paper by F. A. Fetter, **The GoM Reserve: 

itf Function and its Maintenance," in Tolitfcai Quarterly. 1895, VoL.XI,' Na» 2. 
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. peq 3Ai3S3j ijqj'jT './paapuj -psjsaAUr 'aq asnui wip agjBj sq 
oj spaau 3Ai3S3i'3tp p •sjqpBduioDtix 3JE spuBtaap oavj axp aAiasai 
axp 30 inFiio 'axp oj pjBSaj StiiABq iBq; azrpjai ibti op Aaqi ang 
*QhX>$ii '3tiivjsm B burn otnBS aqr qB puB sSjvj z 3 uba\ quaraujaAot) 
3 Tfl 30 sppxia aqjj •pajsaAxii sr qr qatqM ut saputioas aip urorj Sot 
- tuooB qbqaqm arp qr oq SurppB Aq 3 sb9Jdot sqr aqouroid pq sx aAiabJt 
, 5 qq SupsaAOT ot qu3nrajaAO£) aqq 30 itopuaiui aqq qBqq qqnop 
, ou SI siaqX' ‘sisjjo jo auip b ot ajqBpuadap A] 3 qn|osqB aq oq pres aq 
qomrea aAiasai aqq jaqoBreqD Arequauinoop sqp oq preSai SuiABq 
qnq ‘mSiJO sqt 30 aitUBU axp Aq pAa xre aAJasaJ aqq q .Ajuo qojsi 

^ saadnj oqur painqaBjnlrera aq 6q laAps , 
aqq J03 pred aaud aqq uodn spuadap aAJasai aqq oq paqrpaia aqbq 
qqoid Aub aq pBqs axaqq Jaqqaq^ ’jaAps 30 aaud aqq q uopBnqis 
aqq in JoqDB 3 qtreqjodun qsoui axp ‘paxq ssay jo ajom aiB xpnjA 
‘saSreqa Supunu axp Stqjreg ‘aniBA aSxreqaxa sqx pxre aadiu aqq 50 
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axp qBqq qoB3 axp XUOJ3 sasxjE uopBixqxs stxotnxno sxx|x ‘Aouauna 
aadnj axp xn asBajatii tre qnoxpuv asEajaui qouuBa aAJasai axp ‘spjOAi 
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xpSxipjqs Axre puaj qoxruEa ajojajaqq ‘aAJasaj b 30 aauaqqxa aqx 
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p|oS qaqq os|b pxre sapuauna aqq 30 anpA aqq paqDaqojd Aatp qBtp 
sapuajJUD qatp jo uoxqBqjnnj Aq'SBAX qj ‘ApqniosqB qnq ApAxqEpj 
A]uo qou sapuauna qaqq paanpaj Aaxp 'JBaddBsxp 6q papuaq ppS 
jxaxp jaAauaq^ •papuaureabaaj uoxssxxuuio^ axp qBqAi 36 aqpoddo 
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meagre.* But is there no danger in a reserve of this kind ? 


tin answer to Kir. it L. Rcddi Gam, the following sutement wis laid on the 
table: — 


•Statement showing the average cost of silver purchased by the— 


Year. 

Eofal Hint 
Average Cost 

India OClce Average Coat for Standard 

for Standard 

Ounce. 


Ounce. 



d. 

d. 

1893 . 

36A 

No purchase 

94 . 

291 


95 . 

30i 

»» 

96 . 

97 . 

27? 

99 

49 

98 , 

27i 

9 9 

99 . 

271 

28 

1900 ' . 

281 

29 

01 . 

27iJ 

No purchase. 

02 . 

24* 

22.80 

03 . 

23H 

27.19 

04 . 

26J 

27.14 

05 . 

27* 

29.74 

06 , 

31* 

31.59 

07 . 

30* 

31.27 

08 . 

24* 

No purchase. 

03 . 

23|i 

99 

• 

241 

99 

11 . 

24H 

28V71 

12 . 

27H 

13 . 

28* 

28.71 

14 . 

24A 

w 

No purchase 

15 , 

33.96 

16 . 

30} 

33.96 

17 - 

' 39}.f 

42.78 

18 . 

47W 

48.20 

19 . 

49} 

52.04 

20 . 

50} 

Silver purchased at special xat^ 
from the Baldwin mines and the 



Perth mint. 




1893 - 94 

1894- 95 

1895- 93 
1893-97 

1897- 98 

1898- 99 

1898-1900 

1900-01 

1901- 02 

1902- 03 

1903- 04 

1904- 05 

1905- 06 

1906- 07 

1907- 08 

1908- 09 
1903-10 

1910- 11 

1911- 12 

1912- 13 

1913- U 

1914- 15 

1915- 10 

1916- 17 

1917- 18^ 

1918- 19 

1919- 20 

1920- 21 


• legtslative Assembly Debates, VoL n. No. 3. September, 10 1920, p. 181. 

In the absence of information whether the pnee is F.OB, or CXP* it is di6^idt 
to say that the Secretary of State has had to pay higher prices for silvcr*Than were paid 
by tbe Master of the Ko 3 ral Mint, ^ 

tFrom 1900-1 to 1920-21 the profits ort coinage credited to the gold-standard 
reserve amounted to £28,573^605 only; while during the same period Interest 
Discount gave £13,306,847 or nearly one half the profits on coinage, CL East Indidi 
Aceounu and ErJmaUs, 1921-22, Cmd, 1517 ®f 1921, p. 20. 
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gtnjejTgB^uaaq aAUtj oqM ssotp ‘paapuj ^a^Bgpira oi spJBA\J3ip 
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pjGpuB3S-piog 3ip 30 ipA\oig ]BJIV3BII 3 ip pu 3 HE 03 guuq pinoA\„ 
qoiqAI Xopod B pU 3 IIIUIOD 3 J UBtp J 3 ipB-g ^^^agcUlOD A\3U 

UI 03 J spEOi xi33q -SABq ppoAV i33itjA\ ipoid 3tp JO 3unoraB 3q3 Aq 
3A33S3J pjEpiiB3S-p|og 3tp JO ipgosxis 3 q 3 qsrinairp 03 sr 333 Jf 3 aqi 
‘3mui 03 3 stAU 3 q 30 A 3 bss 3 D 3 U sq ppiOAV 31 ipiqAA saadni A\3Dr„ jo 
3DE{d 3 q 3 ^003 pibg jT 3 Bq 3 Jaqmamajr 03 Aouajjmo ppg e<jo snojisap 
3 Soqi pauopnBD 31 ‘p 33 pai -saadni gtnmoa Aq sdaaxa dn 3 |mq 
sq 301T ppiOD 3 AJ 3 S 3 J pjBpuB3s-p{og 3 q 3 3 cq 3 33 BJ 3 q 3 JO 3ireziugoD 
SBAV troissiuraio^ urejjaqniBqQ sqj^ *A3ii3jjnD 9ip gupuaingnE 
30 ss3D0Jd 3q3 s3AjOAur Apoajip s 3 A 33 S 3 j 3q3 dn guippnq 30 
SSSDOid 3 ip 3 Eq 3 SI p 3 :!{OOJJ 3 AO Apjpire uasq 3 ABq 03 SUI 93 S 3 Eq 3 3UI0d 
3q3 ‘dn 3pnq sq ubo 3Bip 3 AJ 3 S 3 j sip jo 3pn3iugBXu 3 aI 3 EJ 3 j sip 
30 suopEJspistios mojj 3JEdB ‘3ng •s 3 Bnb 3 pBUi AasA sq 03 3no uinj 
AEtn SA 3 SS 3 J giq b sq 03 JEaddB Aeui 3BqM 3Bq3 os ‘OZ6X ^ PIP 
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for an increase in tie Indi^ f^teJrbvdveTS^the existence 
said to have been alive ^e 

of such a reserve would be no inflation, no fall m the 

better It would be, for necessity for i.s 

purchasiPg power of the rupee, ana no 

regard to ta origin, the gold-standard 

of ac&r- alrake upon recHess^ir-^^^^^ 

direct cause of it and tends to ag^ Perversity cannot 

fit d "up t 4= purpose 4e ™re« 

cannot be made » f olTcSmuc” on’ 

does not render Ae y names have been invoked 

begins to wonder what would. Gr 

in support of the exchange ^^i^dsay claimed 

authoritative precedents for his plan, nnnn the 

S ore the Fowler Committee that it was ^^ed ^ 
Report of the Parliamentary Committee on Irish E^^change^T 
There he v/as on firm ground. Among other thmg , 
mittee did recommend that for stabili^g the ^ 

England and Ireland the Bank of Ireland should open crei 
the'^Bank of England and sell drafts on London at a ’ 

I n so far as the exchange standard rests on gold reserve m L o^ 

•m In 1876. when Mr. Lindsay first set out his sAernc in the ^r^dyl'Tt: 

JteaicWy he mentions no paraM at all. la 1892, in his os ^ ' shifted his 

uttered the name of Ricardo as an authority for his plan, but in 1 taking 

ground, so much so that he blamed {Economic Journa , supr^ ro autho- 

Ricardo’s gold-bar plan as a basis. The reason why he 
rity most probably lbs in the faa that Ricardo’s general views of currency 
damaging to his position. In view of the fact that there arc so pcop 

no doubt, from the otic of his Propowlr for an Econorn^al and Secure Mowing 

Ricardo wrote against a metallic standard, it is worth wMc recording 
passage from his Proposals, in wluch he says: During the late should 

bullion questions, it was almost justly contended that a currency, ^ he p 
be absoVlcly invariable in value. But it said, too, that ours had eco 
currency, by the Bank Restriction BiU; for by that bill we had wisely 
and silver as the standard of our money .... Those who supported this opinion din nor 
tee that such a currency, instead of being variable, was subject m the greatest vanatxons 
that the only use of a standard is to regulate the quantity, and by the quantity the 
of the currency— and that without a standard it would ^ C£pos«l to all the fluctuations 
to which the ignorance or the interests of the issuers might subject it.” 

t The Report, which is a masterly dooimcnq was echpsed by the Bullion 
though both contain the same doctrine, by reason of its not being printed till 182o. 
Sse Lords Paper 48 of 1826. 

222 



'16 — Si ‘AIX piesuvjf sag J. 

•£g 'd ‘s>SuvjjDX2 uStuD^ ‘JboSuo 'a -X iq Joswaio! wopant stp -jq 
‘ ’ITOiSiio atji in 3on saipuj 'pj *(J ‘jjodaa 


£cZ 


■ 35 n}tamoQ iisiJi 3xp p 3Jod3^ ut jsaq 
sr jBqAi sjDipBXiuoD AotraianD ireipuj aqi xiopjpuoa jBqj cj awApE oj 
Supjimo uj uapEJEi^D jHijA JO 3 U 0 SE pptj aq jgnra onssf uo tiop 
-Ejimij oqj SuipjE^aj oSiieijdxo uo oawroiraoQ qstaj aqj Xq xtdiop 
piE[ uoqTpuoD oqp jEqj a\ 9 U jo jinod siqa tuojj si jj -jjBOjq jsnm 
msiUEqooui oqj saoud Ti^pjoj oqj ux gad aqj Aq atioqB jqSnojq asu 
aqj tiBqj ajoin asu saaiid auioq aip jj 'saoud auiotj aip m sjuara 
-aAOm aq:) uodn spuadap os aq oj anupuoa jpAH q Jaq^aq^ 'XjUBd 
jaMod-guisEqaind ppqpjB ub si q asnBoaq ajqBjs si aSuEqaxa atp 
XqBHUsssg; •tunuqiqnba A\aii b paqaEai aAsq sai^unoa oam aqj iq 
spAaj-aaud aqj asnsaaq 3nq ‘Bad b si ajaxp asnEaaq jou sf 31 aiqB3s 
si aSuEqaxa atp ji 3 Eq 3 os ‘saaud araoq aq 3 jo pAaj aip 03 ajoui 
saaud uSiajoj sasiEi X{}En3qA §ad aqx aaud jadnaqa b 3E paure3qo 
Xauaiina tiSiaioj tpiA\ spooS uSiajoj Xnq 03 a[doad goqqBua Ag 
'sapuauna oam 3 q 3 Jo A3UEd jaMod ginsBqajnd [BJtauaS aq3 Aq 
pamaiJa 3 ap ajaAV 31 Ji asBO pq 3 aq ppoAv UEq3 jaqgiq si qaiqM. ‘aapd 
paxq B 313 Aouajjna auioq joj Aauajjua ugpjoj giqjuaojd Aq spoog 
ugpjoj JO sasBqajnd aqx 3inijad 03 q gad aq) jo 3apjqa Ajsuqjd aqx 
3300 03 3UB3Joduii SI aojOAip siqj S 3 aaga gutggad qaiqM ui Aba\ 
aqX "anpA puj:a3tn S31 qjiM guop Suijpj Aauaxina aq3 jo anpA 
jEUJa3xa aip 3 U 3 APjd 03 aouap e AqJBuqjd si aguBqaxa aqj guiggag 
'UopipuoD p 3 TA 3 Eq 3 JO pauE3Jodiin aip sa 3 EJ 3 sn||r qaA\ sagoEqaxa 
aq3 gmggad iq aauaijadxa 3upaaj aqx 'papjEgpJsip sbm aaqiui 
-U103 aip Aq uMop piEf uopipuoa p3U aq) sb guoj os aguBqaxa 
qqjj aziqqE3s 03 d{aq pjnoM giqipou 3 Eq 3 300 pp3iqod A|dai siq iq 
uo 3 Uioqj, J[,‘aa3quim03 aip jo suopEpuaujuioaaj aip jo uopdopE 
-uou aip pa33PJSai 'Aouauna gsoj aqi jo uijojai aq) uo suouirao3 
JO asnojfj aqi iq uopnpsaj siq iq ‘pauiBg uaqM 3 Eq 3 onssi jo U013 
'B3iuq{ aip uo pre[ ssaJ3S aqi sba\ 3Eajg os ‘paapuj ^sno stt 

Suiijsmtmtp Aq ptivp.ti in jo uopvpoMpQ syt mho oj omit 
Slavs sip tv ssiiuoAi ton pip (puBpjj jo ajireg -aq) q // uonvAUQ 
psjmtj A.ts/1 piiv pmy spm jo sq ppwm ssipsuis^ jo spojA^ sup Aq 
pssodoAi st^susq sip pv pig,, ,:paAJ 3 Sqo si 31 qaiqM xq ^33331010103 
aq3 JO uopBpuaoiiuoaaj |B3TA 3S0OI aq) puB jaipouE 03 aauaxqtqojd 
aAig 03 pWaajgau A|p303 aq 303 -aguEipxa uo' 3333x011003 qsiJj 
aq3 JO UEjd aq) paidoa AjpjqqEj OABq 03 piBS aq 3snoi' ABs'pui^ 

pjDpuDJS dSuDqox^ sqj jo /ji/fqD)5 



History of Indian Currency and Banking 


This shows that the test sought to be applied by the adherent 
of the exchange standard is a false one and gives an inaccurate 
reading of the value of a currency. There can be no' doubt that 
people who have urged its application to that standard would not 
have pressed for it so much as they have done if they had taken 
proper care to distinguish between specific depreciation of a 
currency in terms of gold and its general depreciation in terms of' 
commodities.* The experience of the Bank of England during 
the suspension period is a capital instance of the phenomenon 
where a currency is generally depreciated, although it showed no 
sign of specific depreciation : — 

TABLE L 

Depbeciation Of the Notes of the Bank of ENOLANnt 



Percentage Values oi Bank Notes in Terms of 

(1) Gold. 

(2) Commodities. 

1797 

100.0 

110 

1798 

100.0 

lis 

1799 

— 

130 

‘ 1800 

107.0 

141 

1801 

109,0 

153 

^ 1802 ‘ - 

— - 

119 

1803 , . 


1 128 

1804 

103.0 

122 

1805 - 

103.0 

136 . 

1'806 . 



133 

1807 

— 

132 

1808 

— 

149 

1809 

, — i 

161 

1810 

— 

164 

,1811 

123,9 . , 

147 

1812 , 

130.2 ^ 

148 

T813 

' . 130.4 

149. 

, 1814 

" ’ '124.4' 

153 

1815 

' 118.7 

' 132 

-1816. : ' 

102.9 

109 

1817 

102.2 

; . > 120 

, 1818 r \ 

104.6 

135 . 


' try c.conoiny^ Uoy/J. Vo''- 11, Chap. lot, 

S4f and Walker, F. A,. AWy, tS78,',pp. 387-91. - - - . ' 

if Currency, p. 269. On tht valuc$ otthe notes in terras 

Jt gold ProE. Foxvycn says: It is admitted by the severest critics of the hank that there 
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not perfectly harmonious, yet they are essentially intcr-related. 
That lesson may be summed up in the statement that when the 
general depreciation of currency has taken place the occurrence 
of a specific depreciation, other things being equal, is only a matter 
of time, if the general depreciation proceeds beyond a certain 
limit. What will be the interval before specific depreciation 
will supervene upon general depreciation* depends upon a 
variety of circumstances. Like the surface of a rising lake, 
general depreciation touches different commodities at different- 
times according as they are located in the general scheme 
of things as determined by the relative strength of* 
demand for them. If diere is no demand for gold for currency 
purposes or for industrial purposes, the depreciation of the 
cinrency. in terms of gold may be delayed. It is only to make 
foreign remittances that the demand for gold first makes itself 
felt, and it is there that specific depreciation primarily arises. But 
there again it need not, for everything depends upon whether 
other commodities equally good, which the foreigner would take 
as readily as gold, are forthcoming or not. Now, in the case of 
India , all these three factors tending to postpone specific 
depreciation are more or less operative. The rupee is a. full legal- 
tender currency and can effectively discharge debts without 
compelling resort to gold. The industrial demand for gold in a 
poor country like India cannot be very great. * Consequently, the 

^ follov/ing table regarding the consumpdon of gold in different countries is 
interesting : — 

•Consumption of Gold (millions of pounds sterling at 85 s. 


PER FlkE ounce) 



j 1015 

1913 

1917 

1918 ' 

1919 

1920 

Indnstniil Arts (Europe and 
Amenca) , / ^ 

17,0 

18.0 

16.0 

17.0 

22,0 

22.0 

India (Year to March 31 fol- 
lovting) . . . . 

1.4 

5.1 

19.6 

3.3 

27.7 

5.1 

China « - . 

T- 1.7 

2.6 

2.6 

i 0.4 

11.5 

— 3.7 

Egypt . . , ! 

— O.S 

0.2 

— 0.1 

; — 0.0 

— 0.0 

7 

Balance , available as money 
(difierence) , . / 

80.5 

63.0 : 

48. 2 

' 64.9 

' 13.8 

46.6 

World . , . ^ 1 

96.4 

93.5 ! 

86.3 

1 79.0 

75.0 

70.0 


(♦The figures arc those Mr» Joseph Kltchin m The Reiicu/ of Ecofiomtcf, 
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This statement of the case agrees cjosely with the experience 
of the Bank of England and that of India as well. In the case of 
the Bank of England the “great evil,” i.e. the specific depreciation 
of the bank notes, of which Horner complained so much, made its 
appearance in 1809, some thirteen years after the suspension was 
declared. Similarly, we find in the case of India specific depreci- 
ation tends to appear at different intervals, thereby completely 
demonstratmg that, even for the purpose of avoiding specific 
depreciation, it is necessary to pay attention to the general depre- 
ciation of a currency. 

Having regard to these facts, supported as they are by theory 
as well as iiistory, the incident that die rupee has maintained its 
gold value over periods of some duradon need not frighten 
anyone into an admission that the exchange standard is therefore 
a stable standard. Indeed, a recognidon of that fact cannot in the 
least discredit what has been said above. For our position is that 
in the Io//g run general depreciadon of a currency will bring about 
its specific depreciation in terms of gold. That being our position, 
even if we are confronted with the absence of specific depreciation 
of the rupee, we are not driven to retract from the opinion that 
the best currency system is one which provides a brake on the 
general depreciation of the unit of account. The exchange standard 
provides no such controlling influence; indeed, its gold reserve, 
the instrument Which controls the depreciation, is the direct 
cause of such depreciation. The absence of specific deprecia- 
tion for the time being is not more than a noteworthy and an 
interesting incident. To read into it an evidence of the security 
of the exchange standard is to expose oneself, sooner a later, to 
the consequences that befall all those who choose to live in a 
fool’s paradise. 
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It is, of course, a little difficult to understand how the remedy 
of high exchange which he supported was calculated to achieve 
that object. Raising the exchange was a futile project, in so far 
as it was not in keeping with the purchasing power of the rupee. 
As an influence governing prices it could hardly be said to 
possess the virtue he attributed to it. The existing price-level if 
could affect in no way; nor could a high exchange prevent a 
future rise of prices. It could only change the base from which to 
measure prices. Future prices could vary as easily from the new 
high base-line as prices did in the past from the old base-line. In 
other words, Mr. Keynes seems to have overlooked the fact that 
exchange was only an index of the price-level, and to control it, 
it was necessary to control the price-level, and not merely give it 
another name which it cannot bear and will not endure, as was 
proved in 1920 when the rupee was given in law the value of 2s. 
(gold) when in practice it could not fetch even Is. 4d. sterling, 
with the result that the rupee exchange sank to the level deter- 
mined by its ptnrehasing power. But, apart from this question, we 
have the admission of the ablest supporter of the exchange 
standard that the real merit of a currency system lies in main- 
taining the standard of value stable in terms of commodities in 
generd. 


Given that this is the proper criterion by which to judge a 
rarrency system, we must ask what has been the course of prices 
in India since the Mint closure in 1893? This is a fundamental 
question, and yet not one among the many who have praised the 
vi^es of the exchange standard has paid any attention to it. In 
vain may one search the pages of Prof. Keynes, Prof. Kemmcrer, 
or Mr. Shirras for what they have to say of the exchange standard 
from this point of view. The Chamberlain Commission or the 
Smith Committee on Indian currency never troubled aboyt the 
problem of prices in India,*" and yet without being satisfied on 
that score it is really difficult to understand how anyone can give 

an opinion of any value as to the soundness or otherwise of that 
standard. 

In procccdiiig to consider the exchange standard &om the 
standpoint of pric es, it is as well to premise that one of the im- 
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On the basis o£ the doctrine of S 

an explanation of actual exc . ’p^j. ^nay be argued 

answer the question in the j^^tinS it is because 

that if the gold value of the rupee This, it may be said, 

gold prices and rupee prices and can be claimed 

is all that the exchange standard ai reserve was 

to have done, for the fact that ^pncraX prices inside India 

seldom depleted is a proof that ° ^ India. On a priori 

were on the same level as Aose rulmg^ou^i^e 

considerations such as these, - » 

deemed to be as good as a gold stan • , ^ 

One may ask as to orkes and whether it 

as high, if they were ^“^L^kept Indian prices on a lower 
would not have been better to shall be satisfied 

level. But we shall not raise that did Indian 

if Indian pric« were ody ^ ig gl^ce at the chart 

prices rise only as much as g p 

reveals *= 3 .rpnsmg P^”” gold prices. 0£ 

e“:“ TlorTX SS prices widr gold 
efficacy o£ *' „"“nThat*ild had been abandoned as 

*'tanLro£ vata W mosr o£ the countries. And, even i£ we do 
“i "tt into accotmt, it does not matcrtally affect the 

conclusion^ for although India was not a belligerent country, y 
orkes in India were not very much lower than prices m countoes 
with most inHated currencies during the war, md, barring a short 
period were certainly higher than gold prices m U.S.A. 

It is obvious tliat the facts do not agree with the a priori^ 
assumption made in favour of the exchange standard* So 
able must be said to be the local rise in Ijidian prices abovc^ i 
general price level in England that even Prof* Keynes, not given 
to exaggerate the faults of the exchange standard, was, as a res 
of his own independent investigati on, convinced thatt 

^ 1^ IS, iio^cftar* to be noted that neither Prof. Kcmmcrcr iwf 
*cl np thU claim in favour of the exchange jundard. If an/thing, boiii 
aj^inst the arsumnnon of there bemg equality of aU prices. ^ 

t Recent r^onoirx Events ui Tcdta;* In The Ecooowrc Joarn^, March* 1909, p 54. 
liable not jn the onginah 
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argue that at any given time the exchange is more of less an cxact 
measure of general purchasing power of the.lwo currenciesj is to 
assume what cannot always be true, namely, that the prices of - 
traded anci hon-traded goods move in sympathy. This assump- 
tion is too large and can only be said to be more, or less true', 
according to circumstances. Now as Prof. Kemmerer* points outr 

. ■ ■ “While India’s sports and, imports in the absolute are. large, , 

Still, in the main, the people of India live on their own products,’.' 
and a large part of those products run tlteir.life history' from pro- • 
duction to consiimpdonina very small ..territory. ''Tl'iey have only 
the remotest ronncction iwitli foreign , trade, ‘gold, and the gold 
exchanges. Tn time; of course,' any substantial dispirbancc in the 
equilibrium of values in the .country.’s , import and export trade • 
will make itself .felt i.n these local, prices, but allowing for except 
tions, it may be said that in, a' country like India the influences oL 
such^ disturbances travel very slowly and lose much of their' 
momentum' in. travelling.” ' ' ' 


In consequence of the thinness of connection between the two. 
it is obvious Aat the prices of such Indian goods as do enter into . 
internatioiial trade caimot always be said to move in more dr less ,' 
the: same proportion as those which do not. . Besides this thinness, 
of connection which permits of deviations of the general purchas- 
ing power of a currency from, the level indicated , by the actual . 
exchange rate, if is to be noted that prices of Indian commodi-y 
ties which- largely enter into international .trade are jidt governed 
by local ihfluencesi Such exports of India as wheat, hides, rice 
and oil . seeds are international commodities, not solely amenable 
to influences originating from changes that may be taking place’ 

; m, the prices of home commodities and services. The combined 
e'ffect of these two circumstances, except in abnormal events such ' ' 
war, is torinilitate against the prices of traded and non- 
tfaded good.s' moving in quick sympathy.t 


■ f true, then, although the maintenance of the exchange 

,s anriard does imply a purchasing power parity of the rupee with 
It IS not a purchasing power pyity of the two currencies 
64. _ r~r- — ^ r-; 

»P«c!Sc been stated to ’ explain , why' 

<5=preda^l ^ does, .not ^mediately follow upon its'- general 
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depreciating standard of value, as gold has been since 1396, is an 
evil. But can a standard of value, undergoing a continuous 
depreciation as has been the case with the exchange standard, and 
that too of a greater depth than the gold standard— in other words, 
causing a greater rise of prices— be regarded as a good standard 
of value? 

In the light of tliis it is strange that Prof. Keynes, in his 
treatise on Indian Currency and Finance^ should have maintained 
that tire exchange standard contained an essential element in the 
ideal standard of the future * — a view subsequently endorsed by 
the Chamberlain Conamission. If stability of purchasing power in 
terms of commodities in general is die criterion for judging a 
system of currency, theij few students of economics will be found 
to agree with Prof. Keynes. Perhaps it is not too sanguine to say 
that even the Prof. Keynes of 1920 will prefer a gold standard to 
a gold-exchange standard, for under the former prices have varied 
much less than has been the ease under the latter. 

In this connection attention may be drawn to the prevalent 
misconception that India is a gold-standard country. It will be 
admitted that the best pracrici test whether any two countries 
have the same standard of value is to be found in the character of 
the movements in their price-levels. So sure is the test that Prof. 
l^Iitchell, aftei a very careful and wide survey of the price-level of 
different countries and the American price-level during the 
greenback period, was led to observe f that 

‘ when two countries have a similar monetary system and im- 
portant business relations with each other, the movements of their 
price leveb as represented by index-numbers arc found to agree 
rather closely. This agreement is so strong that similarity of 
movement is usually found even when comparisons arc made with 
material so crude as index-numbers compiled from unlike lists of 
comptoditics and computed on the basis of actual prices in different 
' years." 

Now, we know that before the war England was a gold- 
standard country, and we also know that there was no close 
correspondence between the contemporary movements of the price- 

* Op- at , p. 36. 

tOoW, rricts\ and Wages tinder the Greenhac\ Standard, 1908, p. 27. 
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stable than one which is incapable of easy expansion, but is iiot. 
capable of easy contraction by reason of the fact that it is-neither 
exportable nor meltable, nor is it convertible at will. The effects, 
of such a currency as compared with those of an exportable 
currency were well brought out by the late Hon. Mr. Gokhale m 
a- speech in which he observed.'^ “ 

‘'Now, what i$ the difference if you ha\c an automatic self- 
adjusting currency, such as wc may have with gold or we had with ^ 
silver before the year 1893, and the kind of artificial currency that 
wc have at present? Situated as India is you will always require^ 
to meet the demands of trade, the coinage of a certain number of 
gold pr silver pieces, as the case may be, during the export season, 
that is for six months 'in the year. When the export season is 
brisk ^ money has to be sent into the interior to purchase conuno*’ 
ditii^. That is a factor common to both situations, whether yoy ' 
have an artificial currency, as now, or a silver currency, as before 
1893. But the diffe ence is this. During the remaining ,sLx 
months of the slack season tiiere is undoubtedly experienced a' 
redundancy of currency, and under a self-adjusting automatic' 
system there arc three outlets for this redundancy to work itself, 
off. The coins that are superfluous may cither come back to thc^ 
banks and to the coffers of Government, or they may be exported,: 
or they may be melted by people for purposes of consumption for 
other wants. But where you have no self-adjusting and automatic 
currency, where the coin is an artificial token currency, such os 
our rupee is at the present moment, two out of three of these out- 
lets arc stopped. You cannot export the rupee without heavy loss, 
you cannot melt the rupee without heavy loss, and consequently the 
extra coins must return to the banks and. coffers of the Government 
or they must be absorbed by the people. In die latter case the 
situation is like that of a soil which is water-logged, which has no 
efficient drainage, and the moisture from which cannot be removed. 
In this country the facilities for banking are very inadequate, and 
dierciore our money docs not swifdy return back to' the banks or 
Government Treasuries. Consequently, the extra money that is 
‘ sent into the interior often gathers here and there like pools of* 
, water .turning the whole soil into a marsh, I believe the fact cannot 
be gainsaid that the stopping of two outlets out of the three tends , 
to raise prices by. making the’ volume'of currency redundant.*’ ' 

Supreme Leguhuve Counetl Proceedings:^ Vbl. L p i642, - ‘ ' 
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cotninodity and tlie least likely, in a well-ordered monetary 
system, to deteriorate in value 'during short periods, is hoarded 
continually by ail people, i.c. treated as a store of value. But in 
treating it, as a store of value the possessor of money is comparing 
the utilities be can get for the money, by disposing of it now, with 
those he believes he can get for it in the future, and if the highest 
present utility is not so great as the highest future utility," 
discounted for risk and time, he wili hoard tlie money. On the 
other hand, he will not hoard the money if the present use was 
greater than the future use. That being so, it is dilEcult to 
understand why hoarding should be an objection to a gold 
currency for the Indian people. If they hoard gold that means 
they do not care to spend it on current purchases or that they have 
another form of currency which is inferior to gold and which they 
naturally like to part with first. On the other hand, if they do 
wish to make current purchases and have no other form of 
currency they cannot hoard gold. There are instances when 
precious metals have been exported from India, when occasion 
had called for it,* showing that tire hoarding habit of the Indian 
peoples is not such an unknown quantity as is often supposed, and 
if on some occasions 1* they hoarded an c.xportable currency when 
they should have released it, it is not the fault of the people but 
of &e currency system in which the component parts of the total 
stock of money are not equally good as a store of value. The 
argument from hoarding, _ if it is an argument, can be used against 
any people, and not particularly against the Indian people. 


The second argument against a gold currency in India has 
no greater force than the first. If gold were to disappear from 
circulation then the cause can be nothing else but the over-issue 
of another kind of money. In the nineties, when the question of 
establishing a gold standard in India was being considered, some 

the 

=tn Empu-e promote the circulation of gold. That their 
gol fed to disappear is a fact^ but it was not due to their poverty . 

vol. rarNo for tL a Append^cr.. 
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it should have realized that it was as seriously jeopardizing the 
prospects of the rupee being maintained at par with commodities 
in general, and therefore with gold, by urging the extension of a 
paper currency, be it ever so perfectly convertible, as it could have 
done by ma^g the paper altogether inconvertible. But so 
obsessed was the Commission with considerations of economy, 
and so reckless was it with considerations of stability of 
value, that it actually proposed a change in the basis of the Indian 
paper currency from a fixed issue system to that of a fixed pro- 
portion system.’* That, at the dictates of considerations of 
economy, the Commission should have neglected to take account 
of this aspect of the question, is only one more evidence of the very 
perfunctory manner in which it has treated the whole question 
of stability of purchasing power so far as the Indian currency was 
concerned. 

If there is any force in what has been urged above, then surely ^ 
a gold currency is not a mere matter of “sentiment” and a “costly 
luxury,” but a necessity dictated by the supreme interest of steady- 
ing the Indian standard of value, and thereby to some extent, 
however slight, safeguarding the welfare of the Indian people from 
the untoward consequences of a rising price-level. 

We ’now see how very wrong the Chamberlain Commission 
was from every point of view in upholding the departure from 
the plan originally outlined by the Government of India and s 
sanctioned by the Fowler Committee. But that raises the questiont 
How did that ideal come to be so ruthlessly defeated.? If the 
Fowler Committee had proposed that gold should be the currency 
of India, how is it that gold ceased to be the currency ? It cannot 
be said that the door is closed against the entry of gold, for it has 
betm declared legal tender. Speaking in the language of Prof 
Fjsher, the movement of gold in the money reservoir of India is 
allowed a much greater freedom so far as law is concerned than 
can be said of silver. Silver, in the form of rupees, is admitted by 
a very nanow valve which gives it an inlet into that reservoir, but 
dyre is no outlet provided for it. On the other hand, gold is 
admitted into the same reservoir by a. pipe-connection which gives 
« an miet as well as ^ outlet. Why, tlien, does not gold flow *^ Inco 
ne currency reservoir of India? A prop er understanding on this 

* Jiepon, Sec. 112. 
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State in Council— hence the name, council bill— when the Govern- 
ment of India was taken over by the Crown from the Company. 
In the hands of the Secretary of State the council bill has under- 
gone some modifications. The sales as now effected are weeUy 
sales/ and are managed through the Bank of England, which 
issues an advertisement on every Wednesday on behalf of the 
Secretary 'of State for India, inviting tenders to be submitted on 
the following Wednesday for bills payable on demand by the 
Goveriunent of India either at Bombay, Madras, or Calcutta The 
minimum fraction of a penny in the price at which tenders of 
bills are received has nowf been fixed at lj32nd of a permy. The 
council bill is no longer of one species as it used to be. On the other 
hand there are four classes of bills; (1). Ordinary bills of exchange, 
sold every Wednesday, known as “Councils"’, (2) telegraphic 
transfers, sold on Wednesdays, called shortly “Transfers" i (3) 
ordinary bills of exchange, sold on any day in the vyeek excepting 
Wednesday, called “Intermediates"’, and (4) telegraphic transfers} 
sold on any day excepting Wednesday, named “Specials.” Now,' 
in what way does the Secretary of State use his machinery of 
council bills to prevent gold from going to India ? It is said that 
the price and the magnitude of the sale are so arranged that 
gold does not go to India. Before we examine to what extent this 
has defeated the policy of the Fowler Committee, the following 
figures (Tables LI and LII, pp. 247 and 250) are presented for 
purposes of elucidation. 


From an examination of these tables two facts at once become 
clear. One is the enormous amount of council bills the Secretary 
of State sells. Before the closing of the Mints the sales of couned 
bills moved closdy with the magnitude of the* home charges, and 
the actual drawings did not materially deviate from the amount 
estimated in the Budget. Since the closure of the Mints the draw- 


January 22, 1862, when the Sale Counal Bills under the authority 

November, 1862, tl\c sales were effected 

1676 1862, the sales were effected fortnightly; and in. August 

* 0 / 0 , they were made weekly. 

to lanuary to March, 1862, the minimum fraction was a fardunc; it was reduced 

to JifSod io 1882. « 

iiaction It has conunued since then, 
xiitroduccd in lb76. 
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ings of the Secretary of State have not been governed purely by the 
needs of the Home Treasury. Since tlie closure, the Secretary of 
State has endeavoured'^: — 

‘*(1) To draw from the Treasuries of the Government of 
India during the financial year the amount tliat is laid down in 
the Budget as necessary to carry out the Ways and Means pro- 
gramme of the year. 

‘*(2) To draw such further amounts as may be required to 
pay foi purchases of silver bought for coinage purposes. 

“(3) To draw such further amounts as an unevpectcdly 
prosperous season may enable the Government to spare, to be used 
towards tile reduction or avoidance of debt in England. 

(4) To sell additional bills and transfers to meet the con- 
venience of trade. 

“(5) To issue telegraphic transfers on India in payment for 
sovereigns which the Secretary of State has purchased in transit 
from Australia or from Egypt to India/' 

The result of such drawings is that^ie councils are made to 
play an enormous part in the adjustment of the trade balance of 
India, and the swelling of balances in the Home Treasury and the 
locking up of Indian funds in London. 

The second point to note in comparing the preceding tables 
is with regard to the price at which the Secretary of State makes 
his sales. Before the closure of the Mints the price of the council 
bills was beyond the control of the Secretary of State, who had 
therefore to accept the price ohFered by the highest bidder at the 
weekly sale of his bills. But it is objected that there is no reason 
why the Secretary of State should have continued the old practice 
of auctioning the rupee to the highest bidder when the closing of 
the Mints had given him the sole right of manufacturing it. 
Availing' himself of his monopoly position, it is insisted, the 
Secretary of State should not have sold his bills below Is, ■fid or 
Is. 4 32 d., which, under the ratio of 15 rupees to the sovereign, 
was for India the gold-import point. In practice the Secretary of 
has wdled away the benefit of bis position, and has accepted 
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History of Indian Currency and Banking 

thanks so we have in India the singular spectacle of a country in 
which there was a Gold Mint even when Gold was not legal tender^ 
as was the case between 1835-93, while diere is no gold Mint, when 
gold is legal tender, as has been the case since 1893. Just what an 
open Mint can do in the matter of promoting the ideal of the 
Fowler Committee it is difficult to imagine; but the following 
extracts from the evidence of a witness (Mr. Webb), than whom 
there was no greater advocate of an open gold Mint before the 
Chamberlain Commission, help to indicate just what is expected 
from a gold Mint. 

' “The principal advantage ^\hich you would expect to derive 

from a gold Mint is that you would increase the amount of gold 
coin in circulation? — Thar would be one of the tendencies. 

“Is there any other ^advantage? — The advantage is that the * 
country would be fitted with what I regard as an essential part o^ 
its monetary mechanism. I regard it as an essential part of its 
currency mechanism that it should have a Mint at which money 
could be coined at the requisition of the public. 

“I want to get exactly at your reason why that is essential. 
Am I right in thinking that you consider it essential to a proper 
cuncncy system that there should be a gold currency? — Yes. 

“And essential to a gold currency that there should be a gold 
Jilint? — Yes, on the spot in India itself . It would do" away, in a 
measure, with the management by the Secretary of State of the 
Foreign Exchanges, in that there would be always the Mint at 
^ wliich the public could convert their gold into legal-tender coins 

in die event of the Secretary of State taking any action of which 
the public did not approve. It is a safeguard, so to speak, an 
additional safeguard, that the people of India can on the spot 
obtain their awn money on presentation of the metal.” 

Here, again, the assumption that a gold Mint is a guarantee 
that there will be a gold currency seems to be one as gratuitous 
^ the foimer assumption that if gold were allowed to be freely 
^ported It v/ould on that account become part of the currency. ' 
On the other hand, there are cases where Mints were open, yet 
mere was neither gold coinage nor gold currency. Instances may 
be cjted from the historj^ of the coinage at the Royal Mint iir 
i.ondom The magnitude of gold coinage during the banlc 
suspension period, 1797-1821, or the late war, 19*14-18, is instruc- 
me trom this pomt of view. The Mint was open in both cases, but 
252 * y 
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atog Government to open the Mint for &e coinage of gold 

in India, observed : siiseeit 

“Let me make myself clear on 4/are 

Government g.ve up do to 

/o give rupees when people ^ it L as 6= 

touch the gold-standard reserve, which proposal docs not 

ultimate guarantee of our currency pohey^ an^vaStis m=rdy ’ 
interfere with the listing u^ang^ Government of India accumulate 
supplementary to ^cm. . . • opacity, but let the surplus gold 

gold 10 the maximuin limit if the public chooses 

which it cannot absorb be Mine balance in our favour, 

to do so. With our expandmg trade and Aebala^^^^ 

Th^ram sutdy net the 

Indeed, they run counter to i . Indeed to cry out on 

goes on gold will not enter into r ^ ^ Secretary of State 

the one hand against the huge to London and their 

and the consequent tester of “ on *“*=1 hand 

mismanagement by *' : i Lkcn coinage of rupees, 
to permit him to manufacture additional token coma^ v 

is to display not only a lamentable ignorance 

principle of currency, but also to show a Se arises It 

Itand the precise source from which the sSetary 

is true diat the Government of India 

o£ State to any particular course of acUon,i and he often d 

rhie the provlLs of the Annual Budget But die ques^n 

remains. How is it that he is able to ^aw so much 

1893 than he ever did before? It must be remembered that what 

ever the Secretary of State does with the tods m London he m 

pay for his drawings in India. Before 1893 he drew ess ec 

his means of payment were less; after 1893 he drew more bcca 

his means of payment were greater. And why were his means or 

payment greater? Simply because he had been able to com rupees. 

Indeed, tlie amount of drawings are limited by the demand to r 

♦ 5. L. C. K, Vol. U pp. 637-39. lulics not ia xhz originaK 

fThc legal position o£ the Secretary o£ State, and the extent to which he n 

bound by the provisions o£ any law passed by die Govcrnincnt of India , 

"explained by Sic James Westland in his speech on the Indbn Paper Currency 
ment> Bill, wvhich afterwards became Act H of IS93; compare also the peculiar wortung 
or that Act. 
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that all he touched might be turned into gold, and was then rather 
painfully surprised when he found that his food had been converted 
into the same somewhat indigestible material. So much gold, in* 
deed, have we got, that we are now giving gold for rupees as well 
as rupees for gold, i.e. wc arc really in the enjoyment of complete 
" convertibility' — a state of affairs which would have been derided 

as impossible by the experts a year ago/' 

Compare this state of affairs in 1900-1 with that found to exist 
in 191041, for instance. Speaking of the currency situation as it 
was in that year, the Hon. Sir James (now Lord) Meston, 
observed *: — 

*‘We have passed through many changes in currency policy 
and made not a few mistakes. But the broad lines of our action 
and our objects are clear and unmistakable, and there has been no 
great or fundamental sacrifice ot consistency in progress towards 
our ideal* Since the Fowler Committee that progress has been real 
and unbroken. There is still one great step forward before the 
ideal can be reached. We have linked India with the gold coun- 
tries of the world, we have reached a gold-exchange standard, 
which we are steadily developing and improving. The next and 
final step is a true gold currency. That, I have every hope, will 
come in time. . , , /' 


Leaving aside for the moment the extenuatory remarks of 
the speaker, the fact remains that in 1900 India had a gold currency. 
But, taking stock of the position at the end of 1910, it had ceased 
to have it. What is it that made this difference? Nothing but the 
fact that between 18934900 no rupees were coined, but between 
1900-1910 the number of rupees coined was enormous. During 
the first period the inducement to coin rupees was very great 
indeed. The exchange was not quite stable, and the Government 
had still to find an increasing number of rupees to pay for the 
“Home Charges/* And an Honourable Membert of the Supreme 
Legislative Council actually asked: — 

“Is there any objection to the Government working the Mints 
on their own account ? Considering the low value of silvcft and the 
great margin between the respective prices of bullion and the 
rupee, would not Government by manufacturing rupees for itself 
make sufficient profit to meet at least a substantial portion of the 
pre:>ent deficit ? It seems to me to be a legitimate source of 
revenue and one capable of materially casing our finances.'' 


Si<itemcnt, I9UK11, p. 34$. 

o£ Bomba^ other tfpn the Hon. Fazuibhai Vishram, the tveihknotvn finaackr 

comnay. Ci. hji speech m the Fmar.aal StaUment, 1S94--95* p. 9$. 
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the Government’s folly of indulging in excessive rupee coinage. 
But this was certainly not the explanation which the Government 
gave in 1900 when it was first asked to assume that responsibility. 
The Government know perfectly well that to keep on selling bills 
indefinitely was to keep on coining rupees indefinitely. They 
refused to assume that responsibility because they did not want 
to coin rupees. That this was the original reason was made quite 
plain by the Hon. Mr. Dawkins,^ who reminded those who asked 
Government to undertake such a responsibility that 

} 

“the silver coin reserve o£ Government in consequence rapidly 
neared a point at which it was impossible to continue to meet 
imlimitcd transfers [i.e. council bills]. Therefore the Secretary 
of State decided to limit the demands by gradually raising the 
rate, thus meeting the most urgent demands, and weeding out 
the less urgent, while warning those whose demands were not so 
urgent to ship gold to India. No other course was practicable. 
The liability of the Secretary of State to keep the tap turned on 
indefinitely at Is. 4 5|32d. has been asserted. But I cannot sec that 
any positive liability exists, and I wonder if those who assert its 
existence would have preferred that the stability of our currency 
(whose situation they arc well able to appreciate and follow) 
should have been affected by the reserve of rupees being danger* 
ously reduced?'* [and which could not be augmented except by 
coining more rupees]. 


Just at the nick of time, when the ideal of a gold standard with 
a gold currency was about to be realized, there came on the scene 
Sir Edward Law as the Finance Minister of India and tore the 
whole structure of the new currency to pieces with a piratical 
nonchalance that was as stupid as it was wanton. His was the 
Minute of June 28, 1900, which changed the whole course of 
cvents-t In that Minute occurs the following important passage;— 


*'13, As a result of these considerations it must, I think, be 
admiued that the amount of gold which can safely be held in the 
tuiicncy reserve muse for the present be regulated by the same 
rules as would guide the consideration of the amount by which 
die proportion invested in Government securities could be safely 
increased. Pending an increase in the note circulation .... - or 
some other change in existing conditions, I am of opinion that a 
maximum sum of approximately £7,000,000 in gold may now be 


* Cfc hU Kuaget speech, I^watiaal Srjt^r’irntj 1900— p. 27. 

In£r«m of the Mmutc arid the coricipondcace thereon. Appendix V to the 

iupoit cti the Chamberhm Coirmusnon, Cd. 7070 o£ 1913* ^ 
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to m^kc in sovereigns all payments o£ money orders in the Pre- 
sidency towns and Rangoon, and we requested the Presidency 
Banks to make In the Presidency towns and Rangoon payments 
on Government account as far as possible in sovereigns. These 
measures were taken, not so much in the expectation that they 
would in the early future relieve us of any large part of out sur- 
plus gold, but in the hope that they would accustom the people to 
gold, would hasten the time when it will pass into genera! 
circulation in considerable quantities, and by so doing would 
mitigate in future years the difficulties that we were experiencing 
from the magnitude of our stock of gold and the depletion of our 
stock of rupees. 

* 3 ^ In order to meet these difficulties and to secure, if possi- 
ble, that we should have enough rupees for payment to presenters 
of currency notes and tenderers of gold, wc began to coin addi- 
tional rupees. .... 

# « aitr 4^ * 

“14. Wc may mention that wc have closely watched the 
result of the measures described in paragraph 2, The issues of 
gold have been considerable; but much has come back to us 
through the Currency Department and the Presidency banks. The 
ComptroHcr-Gcncral estimated the amount remaining in circula- 
tion at the end of June at over a million and a quarter out of nearly 
two millions issued up to that time; but there arc many uncertain 
data in the calculation. Wc are not yet able to say that gold has 
passed into use as money to any appreciable extent. 

“15. It is very desirable that we should feci assured of being 
able to meet the public demand for rupees, as indicated by the 
presentation of currency notes and gold. Wc therefore strongly 
press on your Lordship the expediency of sanctioning the above 
proposal for further coinage [of rupees]* .... 

# ♦ 4 # V 

“17. But wc do not wish our proposal to be considered as 
dependent on such arguments as those just stated- We make it 
primarily on die practical ground tiiat wc consider it necessary in 
order to enable us to fulfil an obligation which, though wc are not, 
and do not propose to be, legally committed thereto, wc think if 
^irable to undertake so long as wc can do it v/ithout excessive 
inconvenience; namely, to pay rupees to all tenderers of gold and 
to give rupees in encashment of currency notes to ail who prefer 
xupets to sovereigns.^ 

^ The arguments advanced in diis statement of the case for 
cojmng itipccs aje a motley lot- At the outset it is something 
tinlicard of that a Government which was proceeding to establish 
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sidcrcd advisable to hold in connection, with the maintenance of a 
steady exchange. So far no authority has ventured to name a 
definite sum which should suffice for this purpose, but there Is a 
general consensus of opinion, in which I fully concur, that a very 
considerable sum is required. The most ready way of obtaining 
such a large sum is by gold borrowings, but the opinion of the 
Currency Commission was strongly hostile to such a course, and 
the question therefore remains unanswered: How is the acces- 
sary stock of gold to be obtained? 

“17. I do not presume to offer any cut-and-dried solution of 
tills difScult problem, but I venture to offer certain suggestions 
which, if adopted, would, I believe, go a considerable way towards 
meeting the difficulty. I propose to create a special ‘Gold 
Exchange Fund/ independent of, but in case of extraordinary 
requirements for exchange purposes to be used in conjunction with, 
the gold resources of the currency reserve. The foundation of tliis 
fund would be die profit to be realized by converting into rupees 
the excess above £7,000,000 now held in gold in the currency 
reserve.” 

Can there be any doubt now as to the true cause for coming 
rupees? Writers who have broadcasted that rupees were coined 
because people did not want gold cannot be said to have read 
correctly the history of the genesis of the exchange standard in 
India. 

But was Sir Edward Law the evil genius who turned a sound 
system of currency into an unsound one by his disastrous policy 
of coining rupees? Opponents of the Government as well as its 
supporters are all agreed^ that this v/as a departure from the ideal 
of the Fowler Committee. In what precise respect the Govern- 
ment has departed from the recommendations of the Fowler 
Committee lias, however, never been made clear anywhere in the 
official or non-official literature on the subject of Indian currency. 
What were the recommendations of the Fowler Committee? It is 
usually pointed out, to the shame of the Government of India, 
that the Fowler Committee had said (it is as v/ell to repeat it): — 

“Wc arc in favaur of making the British sovereign a legal 
tender and a current coin in India. Wc also consider that, at ihc 
same time, the Indian hfints should be thrown open to the un- 
tr.iKctcd coinage of gold. .... Loo king forward as tve do the 

Commus>^a uSd ihM the Government had fiom 
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been defeated by the coinage of rupees, the question must be 
referred to the Fowler Committee. Why did the Committee permit 
the coinage of rupees? There is no direct answer, but it may be 
guessed. It seems the Committee first decided that there should 
be a gold standard and a gold currency zi desired by the Govern- 
ment of India. But then they seemed to have been worried by the 
question whether in the ideal they had sketched they had made 
enough provision for the maintenance of the gold value of the 
rupee. In the view of the opponents of the Government of India 
the rupee ought to have been made either convertible as a bank 
note or a limited legal tender as a shilling. The Committee rejected 
both these demands as being unnecessary. Stating their ground 
for refusing to reduce the rupee to the status of a shilling, the 
Committee argued* 

' “It is true that in the United Kingdom the silver currency has 
a fixed limit of 40s., beyond which it cannot be used to pay a 
debt. . . . While it cannot be denied that 40s. limitation tends to 
emphasize and maintain the subsidiary character of our silver 
coinage, yet the essential factor in maintaining those tokens at 
dieir representative nominal value is not the statutory limit on the 
amount for which they are a legal tender in any one payment, but 
the limitation of their total issue. Provided the latter restriction is 
adequate, there is no essential reason why there need be any limit 
on the amount for which tokens are a tender by law.” 

RegardiDg the necessity for convertibility the Corrimittcc 
observed t : — 

^'Outside the United Kingdom there arc two principal 
instances of countries with a gold standard and currency, which 
admit silver coins to unlimited tender. These countries are 
France and the United States of America. In France the five-franc 
piece is an unlimited tender and for all internal purposes is equi- 
valent to gold. The same remark applies in the United States to 
the siher dollar, . . . Both in France and the United States the 
Mints arc now closed to the coinage of silver coins convertible by 
law into gold; in both countries alike they are equivalent to gold 
for all internal purposes. For international payments, so far as 
* specie is concerned, France and the United States depend ultimate- 
ly on the international medium of exchange, which is gold. Jo 
the last resort, it is their gold which, acring through the foreign 
cxch^gcs, maintains the whole mass of their currency' at its 
nominal value for internal purposes. 

•Report, par. 
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could it be built up otherwise ? The Committee seems to have 
been considerably troubled over the problem of finding an /alter- 
native mode of raising a reserve until some member of it, probably 
at a moment when his intellect was rather weak, proposed ‘Well, 
why not allow the Government to coin rupees? If that were 
allowed it could easily build up a gold reserve without having to 
borrow, and can then discharge'the obligation of convertibility for 
foreign remittances.’ So innocuous seemed the proposal that the 
Committee wholeheartedly adopted and incorporated it intod'? ' 
Report with a certain sigh of relief that is unmistakable from the- 
firm language in which it was expressed. 

This may or may not be a correct interpretation of the reason- 
ing employed by the Committee in permitting the Government 
to coin rupees. But the fact remains that the Committee did not 
realize what was involved in that recommendation. First of ail, 
what w’as to happen to the gold standard and currency if the 
coinage of rupees was to go on? In this regard is it possible to 
have more respect for a Committee which lays down on the one 
hand the ideal of a gold standard and currency, and permits on 
the other hand tlie coinage of rupees, than Bagehot felt for the 
Directors of the Bank of England, who on March 25, 1819, passed 
that notorious -resolution ; — 

“That the Court caimot refrain from advertising to an opinion, 

' , strongly insisted upon by some, that the Bank has only to reduce 
its issues to obtain a favourable turn in the Exchanges, and a 
consequent influx of the precious metals; the Court conceives it to 
1 be its duty to declare that it is unable to discover any solid founda- 
tion for such a sentiment”? 

If the opinions of the Directors were classical for their- 
nonsense, are those of the Fowler Committee less so? Is there any 
difference . between them? Bagehot, in- commenting upon' the 
sentiments embodied in the resolution, not dissimilar to the 
recommendations of' the Fowler Committee, urged some 
^tenuating circumstances which compel us to forgive the Bank 
Durectors their nonsense. The Directors lived in an age- when 
cconc^icjcasoning was in a confiised state; nor were they anxious 
- -M* gold”- being perfectly satisfied with paper, 

^one of these circumstances can .excuse the nonsense of die Fowler 
faommmce. 'They framed their recommendations at a time when 
•266 ' • ■ ■ ' 
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m iral to compel it to m^c the necessary additions by undert^ing 
to coin rupees. It was to adjudicate in the dispute between the, 
Government of India on the one hand and Mr. Lindsay on the 
other, the former desiring additions by gold coinage and the latter 
by rupee coinage, that the Fowler Committee was called into 
being. If the Government was anxious to add to the currency by 
coining more rupees rather than by the influx of gold, there was 
no necessity to appoint the Fowler Committee. Such a power had 
already been given to it by the Herschell Committee. It y/as 
because the Goverrunent did not want to exercise that ill-charged 
power that an appeal to a new Committee became necessary. Faced 
with this immediate problem of how best to expand the currericy 
in relief of monetary stringency, the Committee had solved it in 
one part of its Report by prescribing that gold should be made 
legal' tender, so that any debtor 'who was unable to find rupees 
could have the option of paying his creditors in gold. If gold was 
allowed to be the general medium of exchange, was not the 
proposal to coin rupees a superfluous one, quite uncalled for? 


Thirdly, could the proposal to coin rupees as a means oi 
building up a gold reserve be justified as calculated to maintain 
the value of the rupee? The one thing essential to the main- 
tenance of the value of the rupee was a limitation on its issue. 
The Committee talked in a very learned manner about the shilling 
, as being maintained in value in consequence of a limitation in its 
issuel But did it understand how the shilling was maintained 
. luruted in quantity ? If it is true that it is not the limit on legal 
tender, but the limit on the total volume, that maintains the value 
of the shilling, why is not the shilling issued in unlimited quanti- 
ties? The manufacture of the shilling is profitable in the same 
way as is the mmufacturc of the rupee. Why does not the British 
Government coin it in unlimited quantities? Only because shil- 
lings cannot be paid out in .unlimited quantities? If the Govem- 
Ch^ceUors of Exchequer, Cabinet Miriisters, 
3n(L the hosts of officials and clerks, and if they in turn could pay 
« brewers, and butchers in shillings, there 

c ujd be nothing to prevent the' over-issue of shillings. • .But it is 
De«mc nobody can. pay out shillings in unliniitcd quantities that 
nobody will have them in unlimited quantities. It is the absence 
t a wholesale market,*so to say, due. to a limit on Icnal tender, 
■ 258 
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provided against it* In their despatch o£ March 3, 1898, 
outlining their plans, tlie Government observed : — 

**9 We know now that one of the main reasons of 

this failure [to maintain the exchange value of the rupee] is, that 
our rupee circulation had before die closing of the Mints been 
increased to such an extent that it fully, and more than fully, 
supplied all the demands of trade, and allowed no room for any 

further addition in the form of gold The necessary condition 

of a fixed rate of exchange between two countries is that, when the 
currency of one of them becomes redundant as compared with that 
of the other, the redundancy may be relieved by die withdrawal, 
for a time, of the excess coin, and we wish, therefore, to reach 
the condition in which our circulating medium .... is not 
composed wholly of silver coin which has no equal value outside 
the country, but contains also a margin of gold which is capable 
of being used elsewhere as coin, and will therefore in natural 
course flow to where it is most wanted. Our total rupee currency 
is estimated to be at present somewhere about 120 crores, to which 
v/e have to add 10 crores of fiduciary circulation of currency notes. 

'*10, It is impossible with any exactness to say, and it can 
only be ascertained by actual experience, by how much this rupee 
circulation has to be decreased in order to remove its redundancy# 
.... But some considerations point to the amount being within 
quite manageable limits. For example, there arc twenty-four 
crores, more or less, of currency notes in circulation, including the 
amounts held in our Treasuries. If we could imagine that amount 
of circulation at present existing in the form of currency notes 
suddenly converted into £16,000,000 in gold, it seems impossible 
' ^at Indian trade should be able to get on without having part at 
least of that amount held in actual circulation, in other words, it 
would not be possible for that amount of gold coin to be remitted 
out of the country without the value of the rupee being forced up 
to a point which would arrest the stream of export. If this is the 
casc,^ twenty-four crores of rupees is the outside limit of the amount 
it might be necessary to convert into gold com in order to introduce 
a stable exchange of 16d., accompanied by an actual (active or 
inactive) circulation of gold at that comparative value; and it is 
more than probable that the amount required may really fail f^ 
short of this. 

'"li. The mere reduction of circulation might be carried out 
in the same way in which it was effected In 1893, namely, by 
abstaining^ from %vithdrawing council bills, until we have an 
accumulation of, say, twenty crores in excess of our ordinary 
balances.^ But this procedure" would be both costly and, as wc 
bdievc, ineffective; in the first place the permanent locking up 
‘ of twenty crores would cost us the interest on that amount, or on 
the amount of gold borrowed in England during the suspension 
or drawings, and in the second place tiie existence of thi'g accumu- 
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to give rupees for gold, but there can be no doubt that in the 
absence of a counter-proviso, requiring Government to give gold 
for rupeesj the proviso is simply a cover for an authority to the 
Indian Government to issue inconvertible rupee currency of un- 
limited legal tender in the same way as the bank restriction was 
for an authority to the Bank of England to issue inconvertible 
nolcs in unlimited quantities. The first step in the right direc- 
tion would be to scrap that Report and make a speedy return to 
the safe and sound proposals of the Government of India as out- 
lined in the despatch referred to above. The primary condition 
is to stop the coinage of rupees and not merely close the Mints to 
the public. -Whether it would be necessary to melt a portion of the 
rupees depends upon what gold value it is desired the rupee should 
have. Once the total contraction of the rupee is settled upon and 
all further coinage is stopped, India will be in a position to have 
an effective gold standard based on a free inflow and outflow of 
gold. There will be no necessity to reduce the rupee in legal tender 
and provide for its convertibility. Its value would be maintained 
intact by sheer force of its quantity being limited, provided the 
quantity in circulation has been reduced so far as to be always 
below the minimum demand. 

Supporters of the existing system of rupee currency have ever 
since its inauguration held out that the currency is economical 
and secure. Its claim for security, both in terms of gold and com- 
modities, has been tested, and the grounds of it have been analysed 
in the course of this and previous chapters, wherein is demon- 
strated how very much wanting it is in the essentials that go to 
^ secure currency. We must now endeavour to assess 
whether it is economical, for if it were really so, then that might 
be a pomt of some value against its opponents. We must therefore 
scrutimzc the economy effected by the rupee currency. 

Kcmmcrer says.* / 

^ money finds its raison d'etre largely in the 

fact that it economizes, the precious metals, and mahci possible a 
saying to the community. I£ paper money or token money are 
substituted for primary money, their substitution reduces the 
. demand for the precious metals by the difference between the 
amount of metal used in the token money inuoduced plus that 

MoBcy and Credit InstrumeJia in Seladoa to Prices, p. 63 . 
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cxirrency reserve, and 'has very recently instituted a depreciation 
fund for the preservation of its capital value.'*^ Now, the considera- 
tions that apply to the paper currency should apply also to the , 
rupee currency. Has the rupee currency maintained its capital 
value? The gold part of it, called the gold-standard reserve, is 
invested in interest-bearing securities. Interest is no doubt an 
additional source of gain, but have the securities maintained tlieir 
capital value ? Far from it. Turn to the rupee half of the currenc}'. 
Has the bullion in the rupee maintained its capital value? There 
have been endless charts and diagrams drawn by playful 
economists in which the black line, showing the nominal value of 
the rupee, has remained up while the red line, showing the bullion 
value of the rupee, has gone down with the falling gold value of 
silver. But what does that mean? Simply that the rupee is a 
wasting asset and is not worth at a later date what it cost to society 
when it was manufactured. Surely there was more economy in the 
project of the mad Chinaman who burnt his house to roast his pig 
than there is in the Indian rupee currency. The Chinaman’s house 
must have been very old and uninhabitable. The same cannot, 
however, be said of this converting of gold money into silver 
money, because we know that silver is an inferior 
kind of investment to gold. Thus viewed, the currency is 
not in the least economical. It appears to be so because people look 
ordy to the rupee. But, adding the cost of the rupee currency to 
that of the gold-standard reserve, can it be said that India would 
have required more gold if she had a gold currency in place of a 
nipee currency? Bearing in mind that with a fixed limit on the 
issue of rupees there can be no reason for a gold reserve, the only 
r«ult of a stoppage of rupee coinage would be that gold, instead 
of being, as now, part reserved as a sinking fund and part trans- 
muted into a rupee currency, would enter into circulation without 
being subjected to this baneM and wasteful process. 


No more gold v/ould be required in the one case than in the 
om«. Wc can therefore conclude without fear of chaUenge that 
^ u complete stoppage of rupee coinage Indian currency would 
uc truly economical, prices would be more stable, and exchange 
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parties were agreed that a paper currenqr ought to be identical 
with the metallic currency which it displaced. But the system of 
issuing against two-thirds of securities and one-third of specie,^ as 
was proposed by Mr. Wilson, would not always ensure this identity, 
and there was considerable risk that in times of buoyancy and 
speculation the circulation would be unduly extended. He thought 
that that was a point of considerable importance, because if we 
looked at what had taken place in India during the last three 
years, we should find a great increase in the wages of labour and 
the prices of commodities, which should warn us as to what the 
consequences might be if we were to accelerate the process already 
going on so rapidly by any artificial inflation of the currency. If you 
unnaturally stimulated the rise of prices by an over-issue of paper 
circulation you ran considerable risk of changing the healthy 
action of commerce into a feverish excitement which was sure to 
bring about a reaction. If we continued to go on as we had done 
for die last two or three years, the result would be that many 
articles of Indian produce might be driven out of the market by the 
competition of other countries, and he therefore thought that the 
Government ought to be exceedingly cautious how it took any 
step that might unduly accelerate the tendency to a general advance, 
as might be the ease under the system of paper curfi^ncy which 
to any considerable extent represented securities and not bullion. 
Such an advance might even reach a point seriously embarrassing 
to the Government if the general rise in the rate of wages and cost 
of living made the present scale of salaries and the pay of troops no 
longer adequate.* For these reasons he thought it by far the wis^t 
course to adhere to the principle of paper currency adopted in 
England as laid down in Sir Charles Wood's despatch.” 


Not only was the Government anxious to put a limit on the 
issue over and above making it convertible, but it did not want 
to be vested with the legal authority to issue notes. In a despatch 
dated April 27, ISSPjt to the Secretary of State, the Government 
of the day observed ; — 


“We believe that the comertibility of the notes on demand 
would not be a sufficient guarantee against over-issue. When once 
the paper currency is established in public confidence, the tempta- 
tion to take dangerous ad\antigc of this confidence will be very 
great in a time of difficulty, if the power of doing so is left in the 
h^ds of the Government of India alone. Restriction by law, 
either to a certain amount of issue absolutely, or to any amount 
relative to the balances in In dia, will, in our opinion, be necessary. 

anrt suspcniwn period in EngUnd it « to be noted that the Army 

and were paul in gold, for fear of causing 

Tcor a copy of Commont Paper 183, of I860, p. I. 
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at the idea of inflation. I may remind him that one of the 
accepted( !) doctrines of economists is that artificial inflation of 
paper currency only exists when the note circulation is not folly 
covered. Now we have covered every rupee of our note circu- 
lation . ... in securities. ...” [How could there be an 

inflation ?] 

The change in the Government’s view with regard to the 
rupee cxirrency is equally noteworthy. In 1908, when the exchange 
value of the rupee fell below par, the Government was reminded 
that it was the result of the excessive coinage of rupees, hut 
although in 1876 the Government did not think it was possible 
for it to so increase and decrease the currency to suit the needs of 
commerce, yet in 1908 the Government advanced the opposite 
view. The Finance Minister, the Hon. Mr. Baker, in his reply, 
went on to argue*: — . 

“In the first place the whole of the new coinage that we have 
undertaken during this period has been undertaken solely to 
meet the demands of trade. Not one single rupee has been added 
to the circulation except to enable us to meet these demands. . . •” 

Now, if it is dangerous to entrust a Government with the 
power to manage currency, how very dangerous is it to entrust it 
to the Government of India, which professes to carry out its trust 
on the basis of doctrines such as these! No one is so ill-instructed 
in these days as to suppose that these are sound maxims. If security 
^is enough, what need is there for convertibility.? If currency is 
hsued only in response to trade demand, what fear is there of over- 
issue ? A Government acting on such a principle may well go on 
indefinitely increasing the currency without remorse. History 
abounds with instances of ruin caused by the management of 
currencies on such naive principles as these.! Happily for the 
co^try, the paper currency profoundly altered in its basis— one 
might almost say, tampered with— in 1920 by the Government is 
yet far away from currencies regulated on the theory enunciated 
by the Finance Minister. It is the rupee currency which has been, 
ever since the Mint closure, the chief source of danger to the 
welfare of the Indian people, particularly because of the principle 
governing its issue. Because th at principle has the support, in 

•cf Financial Satement for 1908—9, p. 229. 

^ Inflation and Public Debtf New York, 1922,, 
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j3A\od siqa go auauiuJaAOf) aip SuiAiidap jog asEO aqa jaap aoiruBo 
31 |:‘uoissirarao 3 urepaquiEq^ aqa puc j'sBJqqs -jj/^ ,^‘sauAa'X. 
•goj^ SE sapiJOipriE auauTcua qans go ‘Suiqa Smsijdjns ,e ,g|psai 
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they have rebuked the Government on several occasions for 
not making the profits on rupee coinage available for the 
advancement of the moral and material progress of the country* 
and in 1907 the profits on rupees were actually emlpoyed in the 
extension of railways. It must fill every one with horror and 
despair to contemplate the consequences sure to emanate from the 
manipulation of currency for such ends. Is it not time this source 
of danger and temptation be removed by depriving the Govern- 
ment of this power to manage the rupee currency? But what is 
the means of bringing this about? If it is desirable to do away 
with the management then convertibility is an -insufiScient 
measure: for with convertibility the rupee will still remain a 
managed rupee. Only the complete stoppage of rupee coinage will 
remove the governmental interference in the management of 
Indian currency; and it is this that we must therefore ask for. 

Queer as it may seem, SAFETY LIES IN AN INCONVERTIBLE 
Rupee with a fixed limit of Issue. 
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